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Editorial Comment 


Now that the European war is over, we can give 
Value more definite thought to the future. Of course 
for our the change from war to peace is not yet complete, 
Money but on the basis that a trend is always more im- 
portant than a level, this turning point should be 
the one of most far-reaching importance. Even though we 
may have to continue at say fifty per cent of our war 
capacity, there will be no sudden drop to this level; instead, 
there should start now a gradual contraction and, unless 
the Pacific war is prolonged, this trend may continue with- 
out interruption. 

The immediate new influences in economic life there- 
fore should include reductions in war output and release 
of considerable labor and material for normal production. 
This means relief from upward pressure on prices and 
wages. Even now we hear the early rumble of annoyance 
over the disappearance of the wartime sellers’ market. 
That, however, is the very first hurdle to be faced. We 
all must realize that the seller can not indefinitely be in 
the saddle, and that the buyer must once again come into 
his own. Indeed it is the consumer who is due for a turn. 
Though we have had price restrictions and some rationed 
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distribution, increased costs have found their way through 
to the consumer in the form of price increases and in de- 
cline in quality. We may hope in the near future to once 
again be in a position to demand value for our money. And 
to all those boards and bureaus who were responsible for 
holding down prices and wages, and who were about at 
their wits’ end, it probably is also a welcome relief, even 
though it spells the end of their jobs. 


In place of the simple goal of war production, 
Industrial with attendant vexities in the way of con- 
Conversion tracts, labour, and procurement of materials, 

industry enters upon the much more compli- 
cated planning of normal times, but the ways and means 
are simplified. Besides its historic motive of making as 
much profit as possible as quickly as possible, industry is 
charged with the new double load of supporting a mush- 
roomed structure of government and creating new large 
scale employment. At the moment it is helped out by in- 
ventory depletion and by a starved market, while at the 
same time a carry-over of war finance maintains purchas- 
ing power, but intelligent management has to look farther 
ahead, and lay the foundations for the time when volume 
can be maintained only through the production of better 
goods at lower prices. It is also a responsibility of govern- 
ment to see that its own demands are curtailed in order 
that both workers and money may be released for normal 
production. 


Labor organizations are too intelligent to expect 
Labor continued inflation of labor costs, but there un- 

doubtedly will be resistance to any loss of the 
ground which has been gained during the war. The point 
here is that, in so far as increased labor costs per unit of 
production are not justified by increases in efficiency, the 
net result must be an advance in prices with consequent 
depreciation in the buying power of the worker’s wages. 
This is the old problem of the vicious cycle, and most people 
will agree that, while a slightly higher level may be tolerat- 
ed as a result of the war, there is no excuse for prolonging 
the trend indefinitely. 
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The most abused class in our whole economic 
The community has undoubtedly been those people 
Fixed with fixed investment incomes. They have suf- 
Incomes _ fered not merely as consumers, through depre- 

ciation in the purchasing power of the money 
they received, but also through the cheap money pro- 
gram to which governments now appear to be devoted. As 
long as investment income was secondary, which is certain- 
ly true of the great majority of workers, it appeared to 
be politically sensible for a government to curtail interest 
rates and to favor wages, but now that hundreds of 
thousands of workers are obliged, through the natural pro- 
cess of time, to fall back upon their pensions, interest or 
savings, there is a powerful public influence on the side of 
adequate reward for saving. 


A quite unexpected, and we feel unwar- 
A Reconstruction Yanted, snag, in the matter of recon- 
Snag struction planning, is being faced by 

corporations when they set up estimates 
or reserves for taxes and for renegotiation of war con- 
tracts. Shareholders are being advised by their directors 
and by the auditors that the financial summaries submitted 
are based on estimates of taxation liabilities and of adjust- 
ments to be made on renegotiation of war contracts. That 
is only part of the story, however. Delays in assessing past 
income tax returns and dilatoriness in the completion of 
the work of renegotiation make a fair estimate almost 
impossible to produce. There is a widespread feeling that 
if any estimate, made on the best information and advice 
obtainable at the time, later proves to be too high, the 
position of the company is prejudiced. Corporate officials 
and advisers fear (and some say they have found) that 
what has been made a matter of record as an estimate 
turns out to be a millstone around their necks at least to 
the extent of the amount of the estimate. It might well 
be, in exceptional cases, that later reconsideration would 
result in a figure substantially below that previously record- 
ed in the accounts. Assurance should be given by taxing 
and renegotiation authorities that their decisions will be 
based on appraisal of all the facts available at the time of 
the decision, and also that the making of an estimate does 
not necessarily bind the estimator. 
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The answer to this problem is in the hands of the taxa- 
tion and renegotiation authorities. Provisional estimates 
made by companies should be honoured as such and not 
considered in future discussions leading to a final settle- 
ment, and the government should proceed with real dili- 
gence to clear up arrears and to get on with new settle- 
ments. It is acknowledged that the departments concerned 
have been and are handicapped by lack of enough capable 
men. We feel, however, that insufficient effort has been 
made to remedy this situation. Much could be done by 
overhauling existing procedures and staffs already avail- 
able in government departments. The “white paper” on 
Employment and Income contains a statement indicating 
that the Department of Munitions and Supply has already 
developed rapid procedures to deal with final renegotiation 
of contracts; it is regretted that no such indication is given 
of an appreciation of this problem by the Department of 
National Revenue. In addition to speed, a fair appreciation 
of the problems of industry covering its responsibilities to 
others than government is necessary from government. 
Nothing will be gained in co-operation by an attitude of 
government that a reasonable guess today must be a reason- 
able guess for all time. 


When practising firms recently re- 
Accountants and the ceived a request from the Dominion 
National Income Bureau of Statistics for intimate in- 

formation on their fees, expendi- 
tures, etc., their first reaction was a feeling of resentment 
against this new intrusion. However, they soon realized 
that the request merely represented an extension into pro- 
fessional activities of a statistical procedure which already 
is well established in industrial fields. 

The procedure assumes the strictest secrecy concerning 
the figures of an individual firm. It would not be possible 
to build anything worth while through distribution of forms 
to be returned without identification, since in the event of 
say four hundred out of five hundred coming back, there 
would be no way of knowing how important the missing 
figures might be. Thus in the retail field, totals which did 
not include our very large departmental and chain organi- 
zations would be valueless, whereas if the missing firms 
were known to be small the effect would not be serious, 
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and an estimate could be interpolated without impairing 
the statistical value. Once the statistics are compiled, the 
individual figures disappear into confidential files. 

National income is regarded as the keystone of the stat- 
istical arch, and is the subject of special attention just now 
for the purpose of seeing how far it can stretch. If we are 
going to have a planned economy, as presently interpreted, 
we have to be reconciled to this sort of thing. 

Some feel that the furnishing of confidential information 
to the income tax department goes far enough. They 
should remember that, from the viewpoint of Ottawa today, 
the computations of national income and its distribution 
have become equally important, and therefore are equally 
entitled to information in confidence. They are further 
reminded that demands of the Foreign Exchange Control 
Board, the National Selective Service, the War Labour 
Board, the Wartime Prices and Trade Board, and the De- 
partment of Munitions and Supply, have in one way or 
another similarly invaded the sanctity of business and priv- 
ate life. When a government claims the right to examine 
your bank account, your safe deposit box, your domestic 
financing and your pantry shelves, there is little left that 
is worth calling private. By the same token, we are all 
exposed to the hazard of some future administration using 
this confidential information in ways not now contemplated. 
The Dominion Bureau of Statistics inquiry may extend the 
territory, but certainly not the principle, and, like all these 
other agencies, it is armed with discretionary authority to 
obtain the information. 
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Dominion Association Problems 


Address by F. Johnson, president of The Dominion Association of 
Chartered Accountants, before the Chartered Accountants’ 
Club of Ottawa, February 28, 1945. 


:* IS indeed a privilege to be able to speak to so many 
chartered accountants and I can assure you that when 
I received an invitation to speak to you I very gladly ac- 
cepted the opportunity. I think it is a wonderful thing that 
the members of several institutes, working together in this 
city, should meet as members of a profession for the ex- 
change of ideas, meet socially and, incidentally, give me 
this opportunity to talk to them. 


I realize that you have had before you some very out- 
standing men, and having this in mind I wondered what I 
could say that would be of interest. I remembered, how- 
ever, that we are all of one family and the things that in- 
terest one of us usually interest all. As you are aware, our 
mid-year meeting of the Dominion Association executive 
commences tomorrow and I wish my meeting with you had 
taken place after that, rather than before, so that I could 
have brought you right up to the minute on the affairs of 
our association. 


Although I have been a member of the executive for a 
number of years, I have never seen the members of the 
several committees accomplish so much as they are doing 
this year. This is in no way a reflection on the activities 
of previous committees, but there is so much to do at this 
time and I pay tribute to the members who are giving so 
much of their valuable time for the good of their profes- 
sion, and I may add, Canada. The work being done by 
the committee on education and examinations under the 
guidance of Mr. Gerald Jephcott has accomplished won- 
ders, particularly on the rehabilitation of students (of this 
I shall have further to say). The legislation committee, 
the post-war and other committees, all headed by outstand- 
ing members of our profession, are giving their time lib- 
erally to such an extent that I am amazed. , 


It was a pleasure to see a number of you at our annual 
meeting at Saint John and, at this time, may I extend on 
behalf of the Manitoba Institute a hearty invitation to 
the annual meeting to be held at the gateway of the golden 
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west—Winnipeg—next August. Most of the material dis- 
cussed at Saint John has now been published and I am sure 
you have read the reports with interest. 


Our American Friends 

In October, the American Institute held their annual 
meeting in St. Louis, and as your president I was asked, 
along with Mr. McKague, to pay them a fraternal visit. As 
your representative, I feel I should render a report. Owing 
to war conditions, the American meeting is primarily a 
business one, and while there are many reunions of mem- 
bers, business is strictly the watchword. Meetings com- 
mence early in the morning and continue far into the night. 
In some cases, two or three sessions are going on at the 
same time and it is impossible for anyone to take it all in. 
Mr. McKague was the guest speaker at the luncheon of 
the examination committee and I also had the privilege of 
saying a few words. I also addressed one of the general 
meetings on the “Profession in Canada”. 

The visit was a delightful experience and we were gra- 
ciously received by our American friends. At the first 
meeting I attended I was fortunate enough to meet Col. 
Robert Montgomery. This meeting with the Colonel was 
particularly interesting to me as I have such an interest in 
students, and have used Montgomery’s text book for so 
many years. The Colonel is a real gentleman, very easy to 
meet and probably the best known man in the profession. 
I found that we had some things in common. Besides be- 
ing in public practice, he has always been interested in 
student studies and he was the first lecturer in accounting 
at Columbia University. So far, we were on a par, as I am 
a practising member and was the first lecturer in account- 
ing appointed by the University of Manitoba. I found, 
however, that at the end of the term, the Colonel returned 
his remuneration to the University and in addition, con- 
tributed a considerable sum to found the Montgomery 
Library. Our “things in common” did not run parallel 
after that. I asked how it was he was so very popular 
with the members after so many years and why he was 
always called upon to speak. He replied “I have never been 
known to speak for more than ten minutes on any occasion 
and the members are always happy to see me get up”. My 
former students here will remember that it always took 
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me very much longer to say what I had to say, but some of 
my talks may have contributed to the success our Manitoba 
students have had in the Dominion examinations. I can 
assure you that it was a sad day in my career when the 
doctors told me last year that I would have to discontinue 
my evening classes. I miss that association with students 
more than I can tell and it distresses me more when I think 
of the opportunity for service that lies around the corner 
in connection with our students and young members return- 
ing from the services. We all recognize that the sacrifice 
offered can never be paid for nor measured in terms of 
money, but we also realize that “to the victor belong the 
spoils”. 
The Men on Military Service 


Our provincial institutes and the Dominion Association 
have given considerable thought to the question “How can 
we play our part and help to place in civilian life these re- 
turning veterans?” It is a real problem and one that can- 
not be settled by the army personnel officers, that is, unless 
the student no longer wishes to carry on with his profes- 
sion. We all know that a registered student, or one em- 
ployed by a member, although not registered, can go back 
to his previous position, but think of the difference in the 
outlook of such a man from the time of enlistment to dis- 
charge. Many of them were mere boys, but return to us 
men, some with added responsibilities in the way of a wife 
and probably children, and in addition, they have been in 
receipt of a monthly income, due to well merited rank, far 
above that which we can pay for services as articled clerks 
or junior members. They have had a vast experience in 
warfare, have had authority and have shown by the rank 
attained that such authority was not misplaced. They 
have been successful in a profession forced upon them by 
the mad men of Germany—that of war—and now they are 
coming back to what must appear to them the humdrum 
life of a professional auditor, with its heartache of study 
and heartbreak of examinations. 

So that we may all have some idea of the immensity of 
this problem, let me first mention some of the figures com- 
piled by our committee on education; these are at the end 
of March 1944 — 370 members were on active service, 560 
were serving the government in a civilian capacity and in 
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addition, 850 registered students-in-accounts were on ac- 
tive service—a record of which we can be proud. These 
figures will have changed during the year and possibly in- 
creased. Probably there will be some reduction and the 
bright lads we knew and loved will not return. I know 
we all feel sad when we read in our magazine the obituary 
notices and we pause to pay our respects. I hope that a 
number of our wealthy members will perpetuate the mem- 
ory of these boys by establishing scholarships as lasting 
memorials “to the few who have given so much for the 
many”. 
The Returning Student 

Let us further consider the returned student. Some of 
us remember the difficulties we encountered on our return 
from the last war; how hard it was to become a civilian and 
even how hard it was to merely sit still. To our boys, the 
difficulties will be greater; they have done so much and 
many times have accomplished the seemingly impossible 
task. Our re-education of the student will be difficult. I 
think, however, the majority of them will realize this and 
will be willing to again play their part and assist us to re- 
habilitate them in civil life. It is a problem we shall all 
have to face and every member can do something to help. 
I think our committee has been of considerable help to the 
government and certain members have spent considerable 
time with officers of the department, one of the important 
results being an amendment to the order which enables us 
to pay the student a certain amount without reducing the 
benefit paid by the government. 

With this sympathetic treatment we shall find a consid- 
erable number of our students will be absorbed in the pro- 
fession and although they have been away for a period of 
years, the added maturity will give balance and stability. 
As you are aware, the government will pay for classes, 
books and examination fees, provided the student makes 
reasonable progress. To us who are anxious to help the 
boys in this connection (and I speak now as director of 
professional studies in Manitoba) there will be one serious 
difficulty. You remember that P.C. 5210 stated that au- 
thority was given for “refresher” or “brush up” courses 
in the profession, and no doubt our students have read the 
order. After giving considerable thought to this, I can- 
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not visualize such a course. Every student will be a sep- 
arate problem, due chiefly to the fact that students, when 
they enlisted, were in each of the five years and, in addition, 
they will be discharged at different times during the next 
year or so. So far, in Manitoba we are suggesting to the 
students now being discharged that they sit in, for the re- 
mainder of the year, the class they completed before en- 
listment. Some of those stationed in Canada have been 
able to keep up with their studies and they present no prob- 
lem. Three of our boys who had completed their third 
year happened to be on furlough in December, sat the in- 
termediate examinations and, I am glad to say, were suc- 
cessful. I had an interesting letter from a student of in- 
termediate standing who is now in India. His main object 
appears to be to properly equip himself for the future and 
he asked, would it be possible for him to go to university, 
take a B.Com. degree and then complete his professional 
courses. I suggested this would be an excellent arrange- 
ment as I know he will make a good job of both. I believe 
every chartered accountant in Canada can in some way 
help these boys by advice, and encouragement whenever 
the opportunity presents itself. 


The Junior Member 


What about the junior members, both in the services 
and in government employ? What can we do for them? 
I think the first problem is one of remuneration. As you 
all know, the profession can only stand so much and the 
young members who really wish to follow the profession 
will have to realize that some further immediate sacrifice 
will have to be made. I do not sugest for one moment that 
the offices will take advantage of these young men; in 
fact, I am quite sure the majority will welcome them back 
and do all they can to fit them in the place that would have 
been theirs had not war intervened. Many will, of course, 
stay with the government, because they have found their 
work interesting and have undoubtedly proved their worth. 
I do not think that any of the professions have contributed 
much more than ours to the war effort. Our members have 
been the backbone of the audit staffs of the Auditor Gen- 
eral, the Department of Munitions and Supply, particular- 
ly in connection with cost contracts, the Income Tax and 
Revenue Departments, and some have served with con- 
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siderable distinction on the several boards appointed by 
the government. Many will find employment in the com- 
mercial world because the business men of today have 
realized the real worth of the professionally trained man. 
Never in the history of Canada has accounting been so 
highly developed! Costs and budgets are the order of the 
day and in the competitive world of tomorrow historical 
accounting will have small part in the largest concerns. 
Out of all this war and modern accounting I have wondered 
if a good text book will materialize. Surely some of our 
young men have the time—I know they have the ability— 
and the need for such a book is great. 


The Beginner 

The next problem I would like to discuss with you is 
that of the young man discharged from the services who 
wishes to enter our profession. During his military career, 
he has posibly shown some aptitude for accounting work, 
and the surveys made by the government would indicate 
that a considerable number have expressed the desire to be- 
come accountants. Unfortunately, the difference between 
a professional accountant and one in a commercial capacity 
does not seem to be clear in the minds of many of these 
young men. When the government started to discharge 
a number of trainees a few weeks ago, I spent may hours 
interviewing some of them. They wished to join our 
classes at once, take advantage of the government allow- 
ances and start right out on their careers. The only thing 
they forgot, or the responsible officer forgot to tell them, 
was that they first required a job. I know it was rather 
discouraging for some of them to find that jobs were not 
readily available. Practising members, however, have a 
duty to their clients and to the profession, and we can 
only take in as students the number we can properly train. 
Most of the institutes limit the number that can be articled 
to a member and however much we would like to help 
we have our professional limitations. Chartered account- 
ants can only be turned out in one way and that is by 
education and experience. By experience, I mean prac- 
tical training, and nothing can take the place of that. 

What then is the solution? As previously stated, ap- 
parently the profession will have sufficient students re- 
turning from the services to fill the needs for a few years, 
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so that any young man wishing to join our profession 
may have some difficulty, and it is suggested that to take 
up this slack the boys desirous of becoming chartered ac- 
countants carry on with their education and obtain either a 
Bachelor of Arts or Bachelor of Commerce degree. Vacan- 
cies will then be appearing and such students will be much 
better off for the better background they have been able 
to obtain. With a view to encouraging those who are 
anxious to further their education, the government should 
make available numerous scholarships so that the willing 
and brilliant boy may not be handicapped through lack of 
funds. 


TAX CREDITS FOR MINING EXPLORATION 


Tax credits on account of contributions or expenses for 
mining exploration work, etc., are extended to the end of 
1945 by order in council (P.C. 1748) reading as follows: 


Whereas under the Income War Tax Act provision is made in 
subsections (5), (6), (7), (8), (9), (10) and (11) of section 8 for 
certain tax credits by way of deductions from tax of contributions 
and expenses made and incurred on prospecting for base metals, 
strategic minerals, oil and gas, the said deductions from tax being 
limited to contributions made in the calendar year 1944, in the case 
of prospecting for base metals or strategic minerals, and to expenses 
incurred in the period from the 1st day of January, 1943, to the 31st 
day of March, 1945, in the case of expenses in exploring for base 
metals, strategic minerals, oil or gas; 


And whereas the Minister of Finance reports that the Minister of 
Munitions and Supply and the Minister of Mines and Resources advise 
that uncertainty as to whether the said tax credits are to be con- 
tinued during the whole of the calendar year 1945 is now discouraging 
the planning of exploration work which is essential to ensure con- 
tinued maximum production of the base metals, strategic minerals, oil 
and gas necessary for the unrelenting prosecution of the war; 


And whereas pending the enactment of legislation with respect 
thereto by parliament it is, therefore, deemed expedient and in the 
interest of an effective prosecution of the war to extend the said tax 
credits to the thirty-first day of December one thousand nine hundred 


and forty-five. 


Therefore, His Excellency the Governor General in Council, on 
the recommendation of the Minister of Finance and under and by 
virtue of the War Measures Act, is pleased to extend and doth hereby 
extend the period of operation of subsection five of section eight of 
the Income War Tax Act to the nineteen hundred and forty-five taxa- 
tion year, and is further pleased to extend and doth hereby extend 
the period during which expenditures may be incurred under sub- 
sections six, seven, eight, nine, ten and eleven of the said section to 
the thirty-first day of December, 1945. 
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STANDARD PROFITS AND SOME POSITIVES FOR CANADA 


“Standard Profits and Accentuating Some 
Positives for Canada” 


By Honourable W. H. Harrison, D.S.0., LL.B., LL.D. 


An address at the annual dinner of the Society of Chartered 
Accountants of the Province of Quebec held in Montreal, 
April 5, 1945. 

I FEEL very highly honored in being invited by this So- 

ciety and journeying from the comparative isolation of 
the maritime provinces to the great city of Montreal, where, 
recently, I believe, the United Nations Relief and Rehabili- 
tation Association held a meeting, and where it is favored 
by many as the permanent seat for the United Nations. 
I feel greatly honored also as a member of another profes- 
sion than your own at being invited to come here and ad- 
dress you on the occasion of your annual meeting. 

Until some five years ago I had a very vague and in- 
adequate idea of what the chartered accountants’ profes- 
sion amounted to. I was somewhat in the position of the 
colored gentleman who saw a parrot for the first time at 
the zoo and was amazed at the gorgeous plumage, yellow, 
green and red, of this bird. He stood gazing at the parrot 
for a while. It was dusk at the time, and the parrot find- 
ing himself the center of so much admiration, became bored, 
and opening one eye, said: “What do you want?” The 
darky took off his hat and said: “Excuse me sir, I thought 
you was a bird”. 

I thought the chartered accountant was an ordinary 
bird, a super-bookkeeper, and I had no idea that he was a 
business doctor and more often than not a man entirely 
capable of taking charge and running the business he 
audited, and was frequently called on to do just that. 
Indeed I have been told that most English firms are man- 
aged by Scottish chartered accountants. I am of English 
descent myself and I don’t stand for belittling the business 
ability of the Englishman, but I am willing to conceive 
that the English manufacturer or merchant with the assist- 
ance of the financial ability of the Scottish chartered ac- 
countant and the undoubted skill of the English workman, 
will rediscover his prestige and restore some part of the 
wealth destroyed in the last two wars. 

Although I am a member of the legal profession, I 
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have some special qualifications for adddressing this so- 
ciety of chartered accountants. For the last four years I 
have been intimately associated with one of the most dis- 
tinguished members of your profession, Mr. K. W. Dalglish. 
I may say that I have been exposed to tremendous argu- 
ments between Mr. Dalglish and my other colleague, Mr. 
Courtland Elliott of Toronto, whose training was not that 
of a chartered accountant, but as an economist, and I may 
say that I have learned a great deal and have come to 
certain conclusions as to the chartered accountants’ pro-. 
fession. 


A Professional Accemplishment 


In the first place, I want to say that, from my observa- 
tion, I can say that to be an accomplished chartered ac- 
countant it is not necessary to be able to add. In making 
a statement like this I realize that I may be giving a wrong 
impression to those young students who are just entering 
upon the practice of their profession and receiving their 
certificates tonight, so I hasten to tell them that in all 
probability their seniors will expect some ordinary know- 
ledge of arithmetic. My remarks apply to senior chartered 
accountants who wish to retain and enlarge their clientele. 
Such seniors may not know how to add and be quite weak 
on subtraction, multiplication and division, but what is 
essential for them to know is algebra. When an ordinary 
businessman finds an accountant who can find the answer 
to a problem by determining the value of x in dollars and 
cents, it savors of the mysterious. Any chartered account- 
ant can enhance his fees by a strategic use of algebra in 
explaining a problem. A well qualified chartered account- 
ant can take an item and put it in either as a current ex- 
pense or a capital charge, and supply you with equally good 
reasons for either. In this respect they are like Humpty 
Dumpty, who said, when he used a word it meant what he 
wanted it to mean, no more and no less. 


There is another great value that they have. They are 
employed to certify balance sheets, but there is a great 
deal of leeway in making up a balance sheet. Their certifi- 
cation only certifies to the correctness of a view, and they 
don’t tell us whether that view is a near or distant one, and 
we all know that “distance lends enchantment”. 
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Well now, I think I have displayed a sufficient knowledge 
of the inner working of the chartered accounting business. 
All I can do before leaving that part of my subject is to 
express the hope and confidence that, recognizing the great 
services performed in our armed services by members of the 
‘chartered accountants’ profession, that your Society will 
facilitate those members who come back and see that they 
are re-established in business, and that you will give special 
facilities to those young students who aspire to join your 
profession. After all, whether they come back to a co- 
operative commonwealth federation, a social credit democ- 
racy or a kind of a reformed militaristic system, there will 
always be a place for chartered accountants. 


Excess Profits Taxation 


Now, coming to Excess Profits Tax Act, just briefly, 
about that act, I might say that it was intended to take the 
profits out of war industries, and indeed all enterprises in 
which profits have been accelerated by reason of the war, 
and syphon such profits into the government coffers. 


In drawing up such an act, the question is “What is 
excess?” In coming to a determination of what is excess 
profits, some said they would consider anything over five 
per cent on capital as excess, but it was early found that that 
would not be applicable to all businesses, some of which are 
insufficiently capitalized, and some businesses have feast 
and famine periods, and 5 per cent would not be sufficient 
reward, and they must have a higher percentage in good 
times to make up some return for the famine days. 


Therefore, in making up the Excess Profits Tax Act, 
they decided that what is excess is a profit which is earned 
over and above what is considered as normal earnings dur- 
ing normal periods of business. Now, the 100 per cent tax 
to take away all profits over what is considered normal is 
quite severe. It does not take into account extra wear and 
tear on plant and machinery through increased production ; 
it does not take into account production of valuable raw 
material which cannot be replaced except at increased cost; 
it does not take care of the wear and tear on personnel. 

Therefore, while I might say that these difficulties have 
been recognized in our legislation by the 20 per cent rebate 
of excess profits after the war and by charging certain 
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loss years against years of profit, it becomes very important 
to have a fair and adequate standard. 


The Standard Period 


The years 1936 to 1939 were chosen as normal years, 
when the profits were about seventy-five per cent of those 
in the peak years, in the 1920’s, but there were some who 
were not making normal profits during those years, and 
still others were not in existence during 1936 to 1939. 
Therefore, the board of referees was set up to cover those 
new businesses and to award standard profits to those con- 
cerns the earnings of which were subnormal in the stand- 
ard period. 

I was joined in this work by three very able colleagues, 
who are here tonight. 

In the course of our work we travelled from Halifax 
to Victoria. We sat in Halifax, Saint John, Quebec, Mon- 
treal, Toronto, Hamilton, Winnipeg, Regina, Calgary, Ed- 
monton and Vancouver and heard applications from almost 
every class of industry. We dealt with primary industries, 
farming, fishing, mining and lumbering, with all kinds of 
manufactories, from munitions of war to ladies’ lingerie; 
we dealt with all kinds of service companies, including 
banks, brokers, investment dealers, brokers, insurance men, 
photographers and others. 

Our object was to investigate the record of each busi- 
ness and to form our best judgment as to normal earnings 
for each particular applicant, financed and managed as it 
was during the period 1936 to 1939 and with the facili- 
ties acquired up to the end of the year 1939. 

The importance of the tax was shown by the fact that it 
raised four hundred and sixty-nine million dollars in the 
years 1943-1944, and the estimate for the fiscal year 1944- 
1945 is four hundred and twenty-five million dollars. 

Our board of course was entirely independent and we 
were acting between the tax board and the Department of 
National Revenue, and our decisions were not subject to 
alteration, except by an appeal to the Governor in Council. 

The board endeavored to carry on proceedings in an 
informal way, and, coming from the bench, I realized I 
would have to lay aside my judicial robes, and our aim was 
to put the applicants at their ease and make them realize 
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that the hearing was not an inquisition but an attempt to 
measure the earning powers of their businesses. Our re- 
commendations, when approved by the minister, became 
final and conclusive, and the minister had no power to 
change those recommendations. 

As I said, the board endeavored to carry on in an in- 
formal way, but I was not prepared for such informality 
as we sometimes got, when, for instance, a gentleman in 
Toronto, when the board sat there, put his head in and 
said “Are you the guys who are going to hear my appeal?” 
He wore a long linen duster, well supplied with citrus juice, 
tomato juice, etc. He was not one of those great executives 
who sit at a desk and press buttons; he was a man who got 
right down amongst his own wares. He knew his business, 
and we found he was honest and well-intentioned. We gave 
him a good hearing and everything passed off pleasantly. 


The Problem of Depression 

Regarding applications, the first question to be solved 
for established companies, was whether or not they were 
depressed during the standard period. For, depression or 
not, a man might not be earning as much as another man 
across the street, in the same line of business; whether a 
particular company or industry to which the company be- 
longed fell out of line during the standard period and did 
not earn what he might fairly expect to earn with his kind 
of business, etc. Every case had to be considered on its 
own merits. 

In facing “depression” we had to listen to all kinds of 
troubles, business troubles, labor troubles, unfair competi- 
tion, moving expenses, temporary loss of markets, loss of 
personnel, change of location, etc. I think the industry 
that came with the greatest catalogue of troubles was the 
farming industry. They don’t like new taxes anyway. The 
western farmers came before us and said that 1936-1939 
was an abnormal period, their normal period was the boom 
period of 1929 and 1930. They said that in 1936 to 1939 
they were afflicted with hail, frost, drought and insects, 
they spoke of army worm, wire worm, saw fly, grasshop- 
pers, etc.; they said they had no market for their grain 
when they got their crop in. 

We thought the peak had been reached when we came 
across a depressed undertaker. Of course we could not 
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find out what was the reason for depression in his line. 
Like everybody else he liked to transact business, and we 
could only ascribe this condition of affairs to the tenacious 
hold on to life of the western farmer, and while we extend- 
ed a certain sympathy to this man in his trouble, we felt 
like congratulating the community. 


We acquired some interesting and curious information 
as we went along. Do you know that most of this vanilla 
with which we flavor our ice cream does not come at all 
from the aromatic bean of Brazil; most of it is derived from 
something that comes out of sulphite pulp mills. Do you 
know anything about ginseng? We had an application from 
a ginseng grower. It takes three years to mature, and when 
it is matured there is no market here for it, but it is re- 
garded by the Chinese as a cure-all, and three hundred 
million Chinamen can’t be wrong. However, it is not well 
regarded by Canadian farmers. 

We visited plywood mills in British Columbia and saw 
them shaving off thin veneers from eight-foot boles of those 
great British Columbia trees. That was interesting. The 
chairman was good enough to refer to me as an expert 
fisherman. I feel I would have a greater grasp of it if I 
could do a little fly-fishing out in British Columbia. I went 
myself with someone to a high mountain lake and I fished 
diligently with a fly. They don’t know much about this 
in British Columbia. I got a fair size catch and I knew 
it would be difficult to have people accept my fish stories, 
so there was a photographer there and some pictures were 
taken of myself and the fish I caught, and there was a 
solemn declaration saying those were pictures of me. The 
people I showed these to there were not impressed, and 
they said the fish were so small they were not worth taking 
out. They think that when you fish-for trout you will pro- 
duce something like a halibut. 

In one city there was a lady who had invented a new 
kind of bathing suit. I think it is called “skin type”. 
An industry there has secured more than fifty per cent of 
the entire market for bathing suits, and while there is not 
much material in them, they were selling a lot. There 
was an application from a charming creature who insisted 
that she model those bathing suits for us. Well, I could 
not stand for this—for myself, personally, it would have 
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been all right, but I was thinking of the younger members 
and I felt that there was certain unfairness in comparison, 
say, with a hardware merchant. They did not have the 
same aesthetic appeal. 


We dealt with every important industry, notably the 
pulp and paper industry, which, as you know, is the largest 
manufacturing business in Canada, but a business the mem- 
bers of which were almost without exception depressed dur- 
ing the standard period. 

Our role throughout was to give the taxpayers a sympa- 
thetic and understanding hearing,—not to raise taxes but 
to equalize, so far as possible, the tax burden, by award- 
ing standard profits on a fair basis, having regard to the 
standard profits accepted by companies which did not come 
before the board because they had to take their actual earn- 
ings in the years 1936 to 1939. 


Accentuating Some Positives 

We have discussed chartered accountants and excess 
profits, and I think I have given you a careful summary 
of both subjects, and now we will proceed to accentuate 
some positives. 

I took as a title for my address “Standard Profits and 
Accentuating some Positives for Canada”. I suppose you 
are familiar enough with the “Hit Parade” to know that 
Jonah in the whale, Noah in the ark—just when everything 
looked dark—said “Man, we must accentuate the positive, 
eliminate the negative and don’t latch on to Mr. In- 
between”’. 

While we find it difficult to realize, we all know that 
we are living in the most stirring period of the world’s 
history. It is a time of tremendous upheaval and change, 
when we see not only revolutions in conquered countries, 
but political and economic changes in the United Nations 
as well. In Canada we are offered some strange political 
theories as panacea for our troubles. 


To show what a serious view the younger generation 
is taking of things, I will tell you of an episode. My wife 
was hearing the prayers of a young grandson, aged six, 
and he had quite lengthy prayers: he prayed for the suc- 
cess of the allied nations, he prayed for his father overseas, 
he prayed for the rest of the family, and then it came to 
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himself. My wife prompted him to say “and make me a 
good little boy’, but he translated this to: “And, God, make 
me a tough guy”. 


The Racial Problem 


Well, in Canada we have political and economic prob- 
lems which I will not discuss, but there is one problem with 
us since 1760, and that is the relation between the French- 
speaking and English-speaking population of this country, 
and my first positive is that there must be co-operation and 
better understanding between the French-speaking and 
English-speaking citizens of this Canada of ours. 


We English should learn how to speak French, and 
the French should learn how to speak English. To show 
you that I have put into practice something of what I 
preach, I will endeavour to make a few remarks in French: 


M. le President, mesdames, messieurs; Nous avons 
discuté les taxes imposées sur l’exédent des profits, et 
maintenant j’aimerais 4 souligner quelque chose quant a 
ce qui a trait au Canada, et en conséquence je soumets les 


propositions suivantes a votre consideration: 


1. Il faut qu’il y a de la co-opération et de la bonne 
entente entre Canadiens, Canadiens de langue francaise et 
Canadiens de langue anglaise. Notre population compre- 
nant trois millions et demi de Canadiens d’origine francaise 
il faut nous rendre a l’evidence que nous devrions avoir et 
aurons deux cultures dans le Québec, et si nous voulons 
nous comprendre mutuellement il importe que |’élément 
anglais apprenne a parler le francais et que d’autre part les 
Canadiens de langue francaise se doivent d’apprendre 
l’anglais. Nous avons besoin d’une histoire qui soit l’oeuvre 
de savants tant anglais que francais, et que cette histoire 
soit recommandée par les deux groupes et cela pour toutes 
écoles canadiennes. Nous devrions lire les meilleurs auteurs 
canadiens, tant anglais que francais. 


2. Le Canada devrait avoir souveraineté absolue en 
politique en assumant le pouvoir d’amender notre constitu- 
tion canadienne sans devoir recourir au parlement de 
l’Angleterre, dans lequel nous ne sommes pas représentés. 


3. Le service militaire obligatoire devrait étre établi 
pour les jeunes gens 4 leur sortie de |]’école supérieure, 
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chacun devant subir un entrainement militaire d’un an et 
ainsi acquérir la discipline militaire. 

4. L’on devrait encourager l’entrainement scoutiste 
pour les jeunes garcons et les jeunes filles. Voici un mouve- 
ment approuvés au Canada et qui a rencontré |’approbation 
du Cardinal Villeneuve et des autorités des écoles protest- 
antes. Il est bien organisé et devrait constituer une puis- 
sante association internationale dans le but de promouvoir 
la paix. 

5. Nos Canadiens devraient toujours viser 4 un but na- 
tional, au lieu de simplement a4 un but provincial. 

Je fais ces quelques remarques en francais afin de bien 
illustrer ma pensée, et maintenant je vais passer 4 |’anglais 
qui m’est plus familier et dans le langage je puis m’exprimer 
plus couramment. 

I will translate some of that into English. My point is 
that we all should be able to understand and talk both 
languages. 

Considering that the last census shows that we have a 
French-speaking population of 3,483,000, and those of 
British origin, 5,600,000, the latter some fifty per cent of 
the population and the former thirty-one per cent, and as 
our French-speaking brothers cling to their language and 
their culture, it is obvious that in Canada we shall have 
these two cultures, and that should be recognized. 


As I have said before, one of the great methods of get- 
ting understanding between our French-speaking and 
English-speaking peoples is for our English-speaking people 
to learn French and our French-speaking people to learn 
English. I want my English-speaking compatriots, if they 
go to the Ile d’Orleans and talk to the “habitant” there, to 
speak to him in his language “tout comprendre, c’est tout 
pardonner”. It makes for a wonderful understanding, to 
speak to a man in his own language. 


The two wars, with all the evils they have brought to 
the world, have brought Canada to the status of a nation. 
Canada’s contribution to the cause of the United Nations 
has been so substantial that she ranks immediately after 
the great powers, while she has demonstrated a capacity 
for agricultural and industrial production which makes 
her, per capita of population, one of the greatest producing 
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countries in the world, but we cannot build a great nation 
if we are permanently divided off into French blocs and 
English blocs. 


I have suggested that we should have a Canadian his- 
tory, compiled by learned men, French and English, and 
that such a history be recommended for use in all schools. 
I also recommend visits by school children from one district 


to another. 
Full Sovereignty 

_ My second “positive” is that Canada should take on full 
sovereignty and assume the power of amending our own 
constitution. We talk of being a sovereign state, but yet 
we have not the power to amend our own constitution. It 
is an attribute of a sovereign state to be able to amend its 
own constitution, and we assume this power. At the 
present time our constitution can be amended only by the 
British parliament, in which we have no representation. 


Our status in the British Commonwealth of Nations will, 
I trust, always be important to us, but it must be on the 
basis that the British Commonwealth consists of independ- 
ent nations united together through the crown and by such 
mutual understandings as the commonwealth nations arrive 
at from time to time in dealing with the problems affecting 
them. 

Compulsory Military Training 

My third “positive” is that Canada should have com- 
pulsory military training for lads on leaving high school, 
such training to be for one year. I mentioned that in my 
French remarks, and I see the advantage that it would give 
to all of us in serving as a sense of discipline. Every young 
man should learn that he is not fit to command until he 
‘has learned to obey, and he will get that by a certain amount 
of physical training. There is also the physical advantage 
to be obtained from life in the open, in the outdoors, where- 
by those defects which disqualify so many in Canada and 
in the United States may be early detected and eradicated. 
There is also the mingling of classes, rich and poor, in one 
common service, in recognition of the fact that every able- 
bodied man has a responsibility towards his country and 
the defence of it. 
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A Youth Movement 

My fourth “positive” is that I would ask you members 
of this society to encourage the Boy Scouts and Girl Guides. 
This movement has been approved by His Holiness the 
Pope, Cardinal Villeneuve and eminent Protestant authori- 
ties. It is the greatest youth movement in the world, and 
before the war some forty countries were taking part in 
it. It makes for world brotherhood. It teaches young 
people how to camp outdoors, to hike, swim, make fires, 
and find their way in the outdoors, and it encourages them 
to do their good turn; they are all supposed to do a good 
turn every day. A scout promises to do his best to do his 
duty to God, to King and to help others in every way, 
obeying the Scout Law. I will quote the words of Lord 
Roseberry: “If I were to form the highest ideal for my 
country, it would be this: that it should be a nation of 
which the manhood was exclusively composed of those who 
have been or were Boy Scouts and were trained on the 
Boy Scout theory. Such a nation would be the honor of 
mankind. It would be the greatest moral force the world 
has ever known.” 

A National Viewpoint 

Fifth and last, I suggest that we Canadians should think 
nationally. When I think of Canadian nationality, I think 
of the wonderful Canadian monument at Vimy Ridge to 
our men, both French and English. I also think of the 
legislative assembly building in Winnipeg, Manitoba, a 
building in which, to my mind is a perfect example of archi- 
tectural art which Ruskin so well defined: “The art that so 
disposes and adorns the edifices raised by men for whatso- 
ever use that the sight of them contributes to mental health, 
power and pleasure.” 

That building was the result of a competition among all 
architects in the British Empire. Sixty-seven exhibits were 
submitted, and the work of Frank Worthington Stone was 
finally selected. 

The building has four grand entrances, north, south, 
east and west. As you approach the building from the 
north, you meet a broad portico with its Greek columns on 
which there is an emblature of figures portraying an alle- 
gory of Canada. In the centre there is a female figure 
representing Manitoba, and further to the east there is a 
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steering wheel, emblem of the Atlantic. On the west we 
have Neptune with his trident, representing the Pacific 
Ocean; in the centre sits a female figure representing 
Manitoba, the keystone province. On Manitoba’s right are 
a group of a man, a woman and a child—a family, the vital 
unit in the social structure; and on the left are two figures 
with arms entwined, typifying labor and capital working 
together harmoniously, while near at hand is a plow drawn 
by a team of powerful horses, driven by a muscular male 
figure—by which figures we acknowledge mother earth as 
the source of sustenance, and that labor provides the means 
by which her bounty is obtained. 

The building is constructed of Tyndall stone. The stone 
contains fossil figures of ferns and fishes, and is a truly 
Canadian product. 

On entering the building we see the grand staircase lead- 
ing up to the assembly hall, with broad steps of marble, 
and on either side magnificent life-size bronze buffaloes, 
sculptured by Godet of Paris. The whole building is sur- 
mounted by a beautifully proportioned dome, and at the 
pinnacle of the dome is the figure of a golden boy, a bronze 
statue of a youthful runner—he is poised on one foot as he 
runs at full speed facing the north, ready if necessary to 
face all the bitter blast of the Arctic. In his left arm is a 
sheaf of golden grain, the product of man’s labor and 
nature’s bounty; and in his right uplifted hand is a torch, 
symbolizing the call of eternal youth to high ideals; noble 
aspirations that this great country may make a notable 
contribution to the progress and betterment of mankind, 
and, in so doing, may we hope that our scattered provinces, 
and still more scattered citizens, may be united together 
in common love for our common country, every province of 
which belongs to all Canadians. 

Oh, Canada, where pines and maples grow, 
Great prairies spread and lordly rivers flow, 
How dear to us thy broad domain, 

From East to Western seas, 


Our own beloved native land, 
Our true north strong and free. 
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The Ives Commission Report 


_ report of The Royal Commission on the Taxation 
of Annuities and Family Corporations, sometimes re- 
ferred to as the “Ives” Commission, went to the govern- 
ment under date of March 29, 1945, and copies are now 
available from The King’s Printer at 25c each. Press 
summaries at the time of release gave the main points. For 
the convenience of our readers we cover it in more detail. 


An introduction reviewing the scope of the commis- 
sion’s work reads as follows: 

We, the Commissioners appointed under Part I of the Inquiries 
Act,— 

(a) to investigate and report upon the present treatment under 
the Income War Tax Act of payments to individuals in the form of 
annuities or other annual or periodic payments received under the 
provisions of any contract, will or trust; payments to individuals in 
the form of pensions, superannuation or other periodic payments or 
single payments received following retirement from or cessation of 
employment with an employer; payments by individuals under an 
annuity, insurance, endowment or other savings contract; and other 
payments of such character that it is not obvious whether they are 
solely income or solely capital or partly the one and, partly the other; 
and to consider whether any modification of that treatment is desir- 
able and, if so, what alterations of the law are required for the pur- 
pose; 

(b) to investigate and report upon the taxes imposed under laws 
in force in Canada, on income and successions or inheritances arising 
upon the death of a person owning a substantial proportion of the 
shares of a private corporation or a closely held corporation which 
has accumulated an earned surplus, and to consider whether under 
any circumstances there should be an abatement of the tax liability, 


and, if so, under what circumstances and to what extent there should | 


be such abatement; 
now beg leave to report as follows:— 

We have held 32 public sittings; we have examined 73 witnesses, 
and we have considered a total of 305 submissions addressed to us on 
the subject of our inquiry. Many of the witnesses represented im- 
portant bodies covering the entire Canadian field of social and eco- 
nomic activity. A large number of submissions were made in writing 
by organizations throughout Canada, without oral representations. 
These briefs are reported in the record. 


The evidence we have heard and the information given us we 
think to be fairly exhaustive as we believe that we have been in touch 
with most of the important sources of knowledge and of informed 
criticism on the subjects with which we were called upon to deal. 

We are grateful for the assistance afforded us by the witnesses 
who gave evidence on behalf of the public and of associations and 
corporate bodies, as well as those who appeared in a purely private 
capacity. 

Officials of the Department of Finance and the Department of 
National Revenue have been most painstaking and willing in meeting 
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our numerous requests for information and their assistance has been 
invaluable. 

We thank the Board of Transport Commissioners for Canada for 
putting at our disposal office space and their Board Room in the Union 
Station at Ottawa for the purpose of conducting our hearings. 

We should like to add an expression of our appreciation of the 
services of our Counsel, Mr. Geo. W. Auxier, of our Secretary, Mr. J. 
A. Michon and of Mrs. Louise Gratton, who has acted as Assistant 
to the Secretary throughout. We also express our appreciation to Mr. 
R. A. Whitman, C.S.R., and his staff for the excellent reporting service 
given during the public hearings of the Commission. 

We have thought it expedient to divide our Report into two 
parts in the order suggested by our Terms of Reference, numbering 
the sections under each part to facilitate reference. 


Annuities 
Under the head of Annuities, which comprises Part I 


of the report, the recommendations are summarized as 


follows: 

1. That the capital elemc.:+ represented in contractual annuities 
should be exempt from taxation under the Income War Tax Act but 
that that portion which represents interest accruing should be taxable 
as income. 

2. That the method now employed in determining and taxing the 
income portion of a term certain annuity should be extended to life 
annuities by using life expectancy as the term. 

3. That annual or periodic payments received under the provisions 
of a will or trust should be considered taxable income to the extent 
only that they are paid out of the income of the estate or trust. 

4. That the earnings of all approved pension funds be exempt 
from income tax in the hands of the trustees. ; 

5. That the right of the trustees of a pension fund to elect under 
Section 5(1)(h) of the Income War Tax Act should be withdrawn and 
the special arrangements arising out of elections already made be 
discontinued for the future. 

6. That where an employee has been entitled to a deduction from 
income in each year in respect of his contributions to an approved 
pension fund or plan for income tax purposes, the pension should be 
fully taxable when received. 

7. That where an employee has not been entitled to a deduction 
from income in each year in respect of his contributions by reason 
of an election under Section 5(1)(h), only a proportionate part of the 
pension should be taxable. 

8. That a pension continuing to dependents should be taxable 
as income in their hands in the proportion that the original pension 
was taxable. 

9. That Succession Duties should not be imposed on the value 
of a survivor’s pension receivable as taxable income. 

10. That the present limits placed upon deductions from income 
with respect to employers’ and employees’ contributions to an ap- 
proved pension fund or plan should be removed. 

11. That pension funds should be subject to official supervision, 

12. That the present practice of taxing lump sum payments made 
by an employer to a retiring employee or on the cessation of employ- 
ment should be continued and extended to any payment made by an 
employer to an employee in respect of loss of office. 
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13. That the present practice of taxing one-third of lump sum 
payments from a pension fund or plan should be continued. 

14. That there should be no deduction allowed from taxable in- 
come in respect of the premiums paid for life insurance or deferred 
annuities. 


Earned Surpluses 


Part II of the report deals with Taxation of Earned 
Surpluses of Private or Closely Held Corporations, and the 
recommendations under this head are as follows: 


In considering the proposals that have been made, the Commis- 
sioners are impressed with the fact that, under the general tax struc- 
ture in force, it does not appear that any completely satisfactory 
solution can be found. Furthermore, there is no one of the many 
proposals made which is advocated by a majority of the witnesses. 
The situation is quite different from that pertaining to the first branch 
of the reference on the subject of taxation of annuities, where there 
was an almost unanimous view that contractural annuities comprised 
a substantial element of capital that should not be exposed to income 
tax for a second time. The numerous suggested solutions to the prob- 
lems of the closely-held or family corporations which were put for- 
ward of necessity had regard to the present income tax structure, and 
the only real similarity that can be found in them is the opinion that 
no real solution can be developed until there is a recasting of the 
whole income tax structure as it applies to corporate profits. The 
Commissioners subscribe to this view, but believe that it is possible 
to make a recommendation which, while recognizing the limitations of 
the double tax structure, will make possible the granting of relief to 
those companies which now face the problem, and which will remove 
the element of uncertainty that now exists in the situation until such 
time as a complete review of the tax structure may be possible. We 
recognize that our proposal will not do justice in all cases. 


Our proposal rests on two fundamental bases. The first is that 
the solution in respect of past years must be such that it will render 
to the public treasury an amount of tax approximating that which 
would have been received had the surplus accumulations been dis- 
tributed year by year as earned. In dealing with the past we are 
limited by the tax structure that has been in force, and by the fact 
that the problem now confronting the companies with which we are 
concerned varies in degree according to the policies that they have 
followed in respect of profit distribution. We are satisfied, therefore, 
that the only equitable solution in respect of the past is one which 
will, as nearly as may be practical, place all corporations in substan- 
tially the same position. With respect to the future, with which we 
include the war years, we believe that the solution must rest on a 
recognition in the tax law of the principle that some part of the 
earnings of a business must be retained for contingencies and for the 
natural growth and expansion, and that it is, therefore, impractical, 
under a system of personal taxation based on graduated rates, to con- 
sider that all the earnings of the corporation eventually accrue to the 
shareholders as income, Some part of such earnings, we believe, 
should upon dissolution be considered as capital accretion, following 
the principle established under the British tax system. 

The Commissioners do not believe that this principle established 


in the law would necessarily give a more advantageous tax basis to 
corporate enterprise than that available to an individual conducting 
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his business as a sole trader or as a partnership. The taxation treat- 
ment of a business carried on under corporate form is quite different 
from that given to the sole proprietor or partnership. One is a single 
tax basis and the other a double tax basis. The aggregate tax paid 
by the shareholders of a corporate enterprise includes the tax paid by 
the corporation as well as that paid by the shareholders. The income 
which is paid to the shareholders, and which is thereby subject to 
personal rates of tax, may be averaged by the payment of a standard 
rate of dividend, notwithstanding a fluctuating rate of corporate profit. 
The sole proprietor does not have this same facility, but, as against 
this, the sole proprietor is not called upon to pay the corporate tax 
on profits of his business. We believe that if there is need to adjust 
the net tax contribution by either the corporate enterprise or the sole 
trader the adjustment can well be made by means of alterations in the 
corporation tax rates. The introduction of a new principle which 
would recognize the plowing back of earnings into am enterprise that 
takes place need not upset the balance between the tax contributions 
from the two forms of business enterprise. 

1. The Commissioners are of the opinion that the companies to 
which the special provisions herein proposed should be made available 
are those Canadian companies, irrespective of the jurisdiction in which 
they were incorporated, which come within the definition of a private 
company as set out in the Dominion Companies Act. The difficulty 
with which we have to deal is one which may arise in any company 
which is not listed on any recognized stock exchange and the shares 
of which, as a result have no ready market. The distinction between 
public and private companies in the Dominion Companies Act and 
the Companies Acts of most of the provinces is based largely on 
whether or not a company offers its shares to the public. While 
most of the suggestions made to the Commission, no two of which 
are alike, contemplate a greater restriction we feel that to limit un- 
duly the companies to which relief is afforded would be a mistake. 
The classification should be wide enough to cover most companies 
requiring relief and yet narrow enough to rule out companies for 
the shares of which a ready market is available. Further it follows 
a manner of division already well known and well established. 

We recognize that there will be a number of companies that were 
incorporated before the introduction of the private companies’ provi- 
sions in the Dominion Companies Act, as well as companies incorp- 
orated under provincial authority, which may not meet the full 
technical requirements of the definition in the Dominion Companies 
Act It is not our view that such companies should be excluded, 
but rather that the definition, when incorporated into the income 
tax law, should in general terms include any company whose share- 
holders, exclusive of employees, number less than fifty and whose 
shares have not been offered for public subscription, Throughout 
the balance of these recommendations we shall refer to private com- 
panies by which we mean companies coming within the class that we 
suggest be established. 

Our terms of reference instruct us to consider the position of 
private companies and, therefore, our inquiry has had regard to this 
type of company. Accordingly, our recommendation, both in respect 
of past accumulations of surpluses and accumulations in the future, 
is made in relation to this class of company only. As stated earlier, 
however, we believe that it is desirable to avoid setting up special 
categories of taxpayers and we have, therefore, given some considera- 
tion to the possibility of our suggested solution for the future being 
one which could be applied to all corporate taxpayers. Our study of 
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the situation has not been sufficiently extensive for us to make a 
definite recommendation in this regard, but we believe that considera- 
tion should be given to the adoption of the principle we recommend 
for private companies as a general principle applicable to the taxation 
of corporate enterprise. 

2. We recommend that any private company having accumulated 
undistributed income on hand may, to the extent that such income 
was earned prior to the end of its 1939 fiscal year, apply for permis- 
sion to settle the income tax liability that would arise on the distri- 
bution of such income to its shareholders, In determining undistributed 
income we recommend the continuation oi the practice now being 
followed by the Income Tax Division, which was described in Section 
B of this part of the report. 

3. We are of the opinion that it is necessary to specify a period 
during which the special arrangements for the settlement of this tax 
liability will be available and accordingly recommend a period of not 
less than two years from the date on which the terms of the plan 
are made public by statute. The rates of tax which we propose have 
been established with regard to the rates of personal income tax that 
were in effect during the period up to the end of 1939, and also with 
regard to the period over which these surpluses have been accumu- 
lated. In seeking a solution which will do rough justice it is necessary 
to consider the interest element and, while we do not suggest that 
any precise calculation be made, we have recommended rates of tax 
somewhat in excess of what might be shown to be the marginal rates 
of tax applicable on the next $1.00 of income of the average share- 
holder assuming distribution of the surplus over a period of years 
between 1917 and 1939. It is, therefore, necessary that the proposals 
we make be available only for a limited period, but we believe it 
essential that the companies concerned be given an adequate oppor- 
tunity to make the necessary arrangements for the settlement of their 
problems. This may well involve a major re-arrangement in the 
finances of the company. We believe that any plan adopted should be 
given the widest possible publicity in order that all companies, par- 
ticularly those located outside the bigger centres, may know of the 
courses open to them. 

4. We believe that the special proposal which we make for the 
settlement of the tax liability in respect of undistributed income 
accumulated up to the end of the 1939 fiscal year should be available 
only on condition that the company deal with the tax liability cal- 
culated on the entire undistributed income accumulated up to that 
point, Any proposal which permitted the companies to avail them- 
selves of the special rates of tax which we suggest in respect of only 
a part of the accumulated surplus would, we believe, give an oppor- 
tunity to the companies to take undue advantage of the proposals. 

5. The plan we recommend for the settlement of the problem as 
it relates to surpluses accumulated up to the end of 1939 is that, upon 
payment of a tax by the company calculated as set out in the next 
paragraph, the company be permitted to capitalize such surplus, less 
the amount of tax applicable thereto, or to distribute such net amount 
to the shareholders in any manner that may be permissible by law,— 
the whole transaction being made without the imposition of any fur- 
ther income tax liability on the shareholders in respect of such income. 
We believe that in the majority of cases the companies will be able to 
finance the necessary tax payment, but we do not anticipate that 
such provisions would, in the ordinary case, result in any large dis- 
tribution of cash dividends to shareholders, since in the majority of 
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cases surpluses are represented by capital assets or current resources 
needed for the conduct of the business. 

6. The tax payable by the company should be the aggregate of a 
tax calculated in respect of the distribution to each shareholder de- 
termined from the following table:— 


On the first $25,000, or any portion thereof, 15% 

$3,750 on a distribution of $25,000 and 18% on the 
which the distribution exceeds $25,000 and does 
$50,000. 

$8,250 on a distribution of $50,000 and 21% on the 
which the distribution exceeds $50,000 and does 
$100,000. 

$18,750 on a distribution of $100,000 and 24% on the 
which the distribution exceeds $100,000 and does 
$200,000. 

$42,750 on a distribution of $200,000 and 27% on the 
which the distribution exceeds $200,000 and does 
$300,000. 

$69,750 on a distribution of $300,000 and 30% on the 
which the distribution exceeds $300,000 and does 
$400,000. 

$99,750 on a distribution of $400,000 and 33% on the 
which the income exceeds $400,000. 

An alternative method would be to tax a distribution 


amount by 
not exceed 


amount by 
not exceed 


amount by 
not exceed 


amount by 
not exceed 


amount by 
not exceed 


amount by 


of accumu- 


lated income to the individual as a lump sum withdrawal of savings 
that had. not paid income tax at the time it was earned on the basis 
of taxing one-third of the total amount at 1944 income tax rates ap- 
plicable to a single person without other income. The method would 
employ the scale of graduation now incorporated in the Income War 
Tax Act as a measure of ability to pay. The principle of taxing one- 
third of the total amount of a lump sum withdrawal of savings that 
had not borne income tax is exemplified in the Act under Section 
3(c) in the case of a lump sum return of savings to an employee out 
of a pension fund or plan upon his withdrawal or retirement from 
employment. In this case the taxation of one-third of the total has 
been considered to approximate broadly the amount of income tax 
that would have been paid if the income had been taxed when earned. 

7. Some concern has been expressed that the settlement of this 
tax liability might adversely affect the ability of private companies 
to meet their post-war financial requirements. With a view to mini- 
mizing this objection we recommend that the companies concerned 
should be permitted to use in part settlement of this tax liability the 
refundable portion of any excess profits taxes which may have been 
assessed and paid, 

8. In respect of surplus accumulations made in the 1940 and 
subsequent fiscal years we recommend that the tax law recognize 
that a part of the earnings of the corporation, after payment of full 
corporation taxes, must be retained in the business and should be 
considered, on eventual distribution to the shareholder, as a capital 
accretion and not as taxable income. As this proposal rests on the 
premise that it is necessary to withhold earnings from distribution 
to the shareholders it follows that the special provision which we 
recommend would only be available to the extent that earnings were, 
in fact, retained in the business. Accordingly, the special arrange- 
ments which we suggest would only operate in the case of a re- 
organization of a company, which involved a beneficial change of 
ownership, or on the winding up or discontinuance of the business of 
the corporation. We recommend that 20% of the aggregate taxable 
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income after payment of corporation tax and after deduction’ of 
operating losses in years in which a loss was suffered be the maximum 
permitted as a capital accretion on the winding up, discontinuance or 
change of ownership of a private company. We recognize that in 
many cases it will be necessary for the companies concerned to retain 
considerably more than 20% of earnings for the purposes of the 
business, but until such time as this principle has been in force for 
a reasonable period, and the results of its operation observed, we 
do not believe that a greater percentage could be justified. The only 
alternative to a relatively low fixed percentage would be to follow 
the British practice of an annual review of the position of each 
closely held corporation for the purpose of determining the needs of 
that particular corporation. We think it undesirable that the ad- 
ministrative officers of the Government should be placed in the position 
where they have to pit their judgment as to the financial needs of a 
business against the judgment of the management of that business. 
Accordingly, we urge that the principle of a fixed percentage be 
established. This provision which we recommend of a recognition of 
capital accretion need not prevent a company from making distribu- 
tions in excess of 80% of its earnings while it is a going concern. 
The company would be completely free to make its own decision as 
to the amount of earnings which it could prudently distribute, and 
we suggest no change in the present law that any dividends or share- 
holders’ bonuses paid or distributed while the company is a going 
concern should be taxable income in the hands of the taxpayer. Dis- 
tributions of a company in excess of 80% of its earnings would simply 
mean that on the eventual winding up or sale of the business the full 
benefit of the capital accretion principle would not be available to 
the shareholders. 

To introduce the principle which we suggest we recommend that 
the law be amended to provide that on the reorganization of a private 
company, which involves a change in the beneficial ownership, or on 
the winding up or discontinuance of business of such a company, the 
undistributed income of such company, which is deemed to be the 
payment of a dividend under the present law, be reduced by an amount 
equal to 20% of the company’s aggregate taxable income, less income 
and excess profits taxes thereon earned in the 1940 and subsequent tax- 
ation years, after deducting any operating losses suffered in 1940 or 
any subsequent taxation year. 


Summary of Recommendations 


1. That the companies to which these recommendations apply be 
those which, in general, come within the definition of a private 
company as provided in the Dominion Companies Act. 

2. That capitalization or distribution of surpluses earned prior to the 
end of the 1939 fiscal year be permitted on payment of a special 
tax by the company, which will approximate the tax that would 
have been paid by the shareholders had the surplus been distributed 
year by year as earned, 

3. That to accomplish this objective a graduated rate of tax be ap- 
plied to the amount of the distribution or capitalization made or 
accruing to each shareholder—the minimum rate being 15% on 
amounts up to $25,000, and the maximum being 33% on amounts 
in excess of $400,000 to any one shareholder. 

4, That permission to capitalize or distribute such surpluses be avail- 
hcg for a period of two years from the date that the plan is made 
aw. 
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5. That the refundable portion of excess profits tax be made available 
to apply in part payment of the special tax. 

6. That on the reorganization of a private company which involves 
a change in beneficial ownership, or on the winding up or discon- 
tinuance of business of any such company, the undistributed income 
which is deemed to be the payment of a dividend under the present 
law be reduced by an amount equal to 20% of the income after tax 
earned in the 1940 and subsequent taxation years. 


A Minority Opinion 
One of the three commissioners, D. A. MacGibbon, dis- 
agrees with the other two (Chairman W. C. Ives and M. W. 
MacKenzie) on their final recommendation in favor of pri- 
vate companies. His memorandum of reservations is 


worded as follows: 

I concur with my fellow commissioners in all the recommendations 
contained in this report except the final one. I do not concur in the 
recommendation that in future private companies be permitted to 
set aside 20% of earnings after payment of corporation tax as a sur- 
plus free of personal income tax to the recipients on the winding up, 
discontinuance or change of ownership of a private company. Nor 
do I concur in the final sections of the report advocating this measure. 
Despite the skill and adroitness with which the assembled arguments 
are presented, I am not convinced that it would be in the public interest 
to introduce into the Income War Tax Act, on the basis of a so-called 
capital accretion principle, a special privilege to private companies. 
The proposed legislation “predicated on the fact that the corporation 
is a legal entity separate and distinct from its shareholders” lends 
support logically, I consider, to the unfair practice of the double 
taxation of income earned and distributed through the medium of 
corporate bodies. 

Conceding the privilege to private corporations of setting aside 
20% of net earnings to be free of income tax on withdrawal in the 
event of a winding up, discontinuance or change of ownership would 
offend, I believe, in a considerable number of cases against the 
principle that individual taxpayers, who are sharehoiders of closely 
held corporations, should pay substantially the same amount of in- 
come tax on the distribution of accumulated income that they would 
have paid if the income had been distributed at the time it was 
earned. The inclusion of such a provision in the Income War Tax 
Act would place the shareholders of such closely held corporations, 
despite payment of corporations taxes, in a preferential position 
compared with ordinary taxpayers in accumulating savings during 
their lifetime. 

Because of the nature of the business, the owners of some closely 
held companies would find it necessary to set aside annually a per- 
centage of earnings greater than 20% and to this extent a part of 
their accumulated income when distributed would be subject to income 
tax. Under these circumstances the tax free concession would be 
discriminatory in its effects as between the shareholders of different 
companies. On the whole, however, I think that if the recommenda- 
tion of allowing 20% of the earnings to be set aside as a surplus free 
of personal income tax on subsequent distribution were given effect 
to a large number of closely held companies in the future would 
plan their dividend policy so as to be able to distribute all or a 
major portion of their accumulated surpluses free of income tax. 
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Generally speaking, I do not consider the granting of special tax 
free privileges to be a desirable method of revising the Income War 
Tax Act. The granting of this particular concession would make it 
likely, I think, that with the immediate point of pressure removed 
by such a measure, action upon the present generally unsatisfactory 
condition of corporate taxation methods in Canada would be indefi- 
nitely postponed; the necessity for a general revision would not receive 
the attention that the situation really demands. I am strongly of 
the opinion that a fundamental solution of the larger problem of 
eliminating the double taxation feature involved in the taxation of 
corporate income in Canada will alone permanently and satisfactorily 
remove the difficulties attending the taxation of undistributed surplus 
in clorely held corporations upon distribution. 

For all these reasons, I regret that I cannot see my way clear to 
concur with my colleagues in their recommendation. 

Until the whole field of the taxation of corporate income in Can- 
ada is adequately surveyed and re-organized, I suggest that the method 
which may be selected for taxing accumulated surpluses for the 
period up to the end of 1939 be continued and applied to surplus ac- 
cumulated after that date with an appropriate increase in rates hav- 
ing regard to the sharp advance in personal income tax rates that 
has occurred since 1940. 


Family Corporations 
The report has two appendices. The first covers pen- 
sion plans in considerable detail. The second, covering 


“family” corporations, is reproduced below. 

The number of corporations filing T.2 income tax returns with the 
Department of National Revenue varies each year but may be accepted 
as numbering approximately 28,000. It is understood that the com- 
missioners are interested in ascertaining the number of such com- 
panies that may be described as privately or closely held. 

The Department in its administration of the Act has not differen- 
tiated between corporations which are considered to be publicly held 
and those deemed to be privately held. Therefore no categorical di- 
vision between these two groups is available. For the purposes of 
this inquiry, however, an estimated distribution of the 28,000 cor- 
porate taxpayers has been made which divides the companies into the 
following categories: 


A—Public Companies ............ Including companies whose shares 
are listed on a stock exchange or 
whose annual accounts are publish- 
ed in financial journals. 

B—Private Companies ........... Including Canadian subsidiaries of 
external companies and other pri- 
vate companies which are not 
controlled by one individual or a 
very small number of shareholders. 

C—Closely Held Companies ....... Including private companies which 
are closely held by one individual 
or a very small number of share- 


holders. 
D—Inactive or Non-Taxable Including companies not actively 
RANE. co iearetenusaeeansuee engaged in business or which are 


non-taxable under the provisions of 
the Income War Tax Act. 
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In the table below all corporations filing with the taxation divi- 
sion, Department of National Revenue, are divided as closely as pos- 
sible into the above categories. And in the case of private or closely 
held companies there is a further subdivision into those having no 
surplus, a surplus of less than $25,000 and those with a surplus in 
excess of $25,000. It is felt that the latter subdivision would be of 
interest to the Commission. 


Inactive or non-taxable companies 

Public Companies 

Private and Closely Held companies having no surplus 
Private companies having a surplus up to $25,000 .... 
Private companies having a surplus in excess of $25,000 
Closely Held companies having a surplus up to $25,000 
Closely Held. companies having a surplus in excess of 

$25,000 


Grand Total 

The distribution by size of surplus is based on a sample study of 
6,449 companies, Results based on such a sample cannot be considered 
as conclusive but are believed to be a sufficiently reliable indication. 

The number of closely held companies having a surplus in excess 
of $25,000 was derived from reports furnished by the various income 
tax district offices. In respect of 495 companies in this category 
details were obtained as to the issued capital, accumulated surplus, 
total shares issued and number of shares held by the main share- 
holder. A condensation of these figures in four sample groups is 
given below: 

Number of Issued Accumulated % Surplus 

Companies Capital Surplus to Capital 
296 $36,687,000 $47,068,000 128% 
52 6,575,000 8,663,000 132% 

64 5,499,000 9,456,000 172% 

83 11,559,000 15,056,000 130% 
495 $60,320,000 $80,243,000 133% 

On the assumption that the above 495 companies constitute a 
representative sample of the 2,000 estimated total of such companies 
the aggregate issued capital for the 2,000 closely held companies may 
be computed at approximately $242,000,000 and the accumulated sur- 
plus involved at approximately $322,000,000. 

No tabulations have been made of the accumulated surplus of the 
8,000 closely held corporations having a surplus of less than $25,000. 
It may be estimated, however, that the average surplus for the group 
as a whole would be very close to $10,000 in which case the aggregate 
accumulated surplus could be estimated at $80,000,000. 








A SYSTEM OF WAR SAVINGS DEDUCTIONS 


A System of War Savings Deductions 
By André Gervais, B.A., C.A., Sorel, Quebec 


7 METHOD is simple and economical; a large num- 
ber of postings are eliminated and the responsibilities 
in handling the certificates and bonds are greatly reduced. 

The basis of the system, for both hourly and salary pay- 
rolls, is the employee’s earnings record card (exhibit 1), 
which in our case is prepared simultaneously with the pay- 
roll cheques and payroll sheets on payroll machines. 


War Savings Certificates 

When an employee is hired, he signs a pledge card at 
the employment department; if he does not wish to sub- 
scribe, the word “nil” is shown instead of an amount. The 
card is sent to the payroll department and the amount is 
entered at the top of the employee’s earnings record card. 
When the pay is prepared from the earnings record, the 
deduction is automatically made on the pay cheque, the 
payroll sheet and earnings record. 

Once a month the deductions entered in the W.S.C. 
credit column are added to the previous balance. If the 
new balance is not large enough to cover a certificate, it is 
immediately inked in the W.S.C. balance column. If it is 
large enough to buy a certificate, the proper amount ($4.00, 
$8.00, $20.00) is immediately inked in the W.S.C. debit 
column, and the new balance (previous one, plus deductions, 
less certificate) is inked in the W.S.C. balance column. At 
the same time, the name and clock number of the employee 
are entered on a regular remittance form (W.S.C. 30a) in 
triplicate. 

An adding machine tape is taken of all new balances 
and the total is agreed with the W.S.C. account of the gen- 
eral ledger. The remittance form is totalled and a cheque 
is prepared and forwarded to Ottawa with the original and 
duplicate; the payment is debited to the control account 
through the cash book. 

When the certificates bearing the name and clock number 
of the employees are received, they are checked to the 
remittance form triplicate kept on file. Each certificate 
is stapled to the pay cheque stub of the employee, proper 
notation (exhibit 2) being rubber-stamped on the back of 
the cheque, so that when the employee endorses his cheque, 
he acknowledges receipt of the certificate at the same time. 

JUNE 1945. 341 





THE CANADIAN CHARTERED ACCOUNTANT 





TIOUAVd AUVIVS—CAUYOOUN SONINUVGA 


OOUBIVO[ PICO ee eee eee e eee nee n een e eee ee eee t eee eee 
eee e ee een eene OT’? * ace gee Ee gare e e@erreeesr eee eeeee ee eeeeeeeeeeeeeeeeeereeeeeeeeeseesseeeeeeeeseeseeseeeseseeee 
HLUYIG Sssaudaqav NOILVdN000 
81810. 
sedi acdn SU skal fee sutton’ pus a contac oan ator wiecale ala a Uasmc alata eae’ A ac aricls Yara Zale ca tia esa wi cRUs Teta ela acs ik ck alata AZAR Aiea a Ra GH Oe AE a RE Ine ‘oa 
Beets a tA i ACU i ces ces a sce ed aT Te Sd rE eo Cage Che oon eS Et Aan Bae a old, aS eds Bin oo Se ee a b 
rat ee coer catiee SUn aR ec nae ate ee ete eerie yah Wate Fal ie reac rae, emcee ec a a mien ac ete HOB Lc 7M ERD le AG 2 Ente ° 
BracaraumFasgiinel stots Gusts aie cele eine fata Sout ava eriiecacase ci Gime akSes Tee Cea Cae are eSe ETA a OST SEE aaa Oa O IGT RCa Tara ea TL BUA EET Aan ue Sasa aca olan z 3 
oo 
EWE EE EAU TE Shey. OFA. UTI N OIE CASS EAE TTP TEE Ue OA Ae RT, PRE IE CEL M TAUPE ERNE er ROS ar CE A PE -R rh y AYA eA Pa TE APORT SE I 
Tea IQ A ‘20y A pavog ‘eq Id ID sseig ‘ped skeq A sarees polled 
keg JN spuog O/V quey SZUJABS IBA BdUBINSUT ‘duIeUM xt hed 
TS30.L “ped 9780 1,0y ed }.uy eyeq yUNOUTy ssBiD ‘ped sieq ‘W-lueg Aly}UOW 97eq 
seg 1°N spuog ‘8Y-20y  WWeEY-pivog SSUTAVG IEA BdUBINSU[ ‘duieuM = =«xxBL £1I*e[esg 
eyed 3ulj1e3S ee ee ‘ON ‘sul ‘duieup eeeere etree ese eeese eee eeseeeeeeeesese ouweN ee eee eeee ‘ON yoo019 


‘ON SP6T 








T qMxa 


— “ - va é coe 5; : : 
(JUeUISpe[MOUHOe IOJ SeplAoid W1I0J s1q} JO eps esi19A0y) 
quezUNoddV JearUD —e1qe}}08eN 10N 
Pewee wwe eee eee Hee eee EeeeeeeEeHeeeEEEEEEEEE® 210g —2[qe1ds030u uON 
AULINI'T SAIULSNAGNI 19u0S —shkep g o10Jaq JUaSeIg 
COCTTCSCEROCEOOS 66S 4 HO0 GED 60ST S64 CEOODDEO ETEK OCH TEE OOH OH 60.0 448 8 —sinof 8 JUBAB z91Ud80.1g 
2 ‘qunoury ‘ON 49019 WON 930d 
oO ereeeereeeeeereereeeereeee $ eeeeeree eee eee eee reese eeeseeeeeeeeeeeeeteeeeeeeeeeeeeeeeoeereeeeoeeeeeeeseeeeeeeeeereeeeeeereeeeeeeeeeeeees 
BE 2B SIUPAINS B1JOJIJA Bl ep SUOTISI[GO Se] sI}eWe ZeaTI]INeA ‘and “ImuOS 
2 10} SpUog UBT] JEM SUTMOTIOJ aNss] osvotg TIVAULNOW JO MNVA OL 
Ree one 
a y Nqxg 
A I ld ‘I ‘o'D 
Be SHOR Ad IOULNOO—OL ee <G@LVOIIdNd NI NOLLVTISONVO 
ae reas Ad GUOOTU SONINUVA—OL Treeeseseeeess cha pesodddy ‘L QILA ‘TE 101}U09 ‘Z ‘O'D 
5, KINO GATIATINT Od Coeesereene seen Rammire ‘ALVOVIGNUAVND NI—GITTIATAT -. 
nis capes gh ARENT Naw TAPS URW DNS 98898 SOS URN ETDMNMRA TA xa ale PONE GI NETTEN Te VIRRERI SPST ECA g 
Sm asc Sind cain een Stn we aha ch Ey SGA nt FIM NaN Ra ETE Nira GE OD AI EIT CAH CA 
< ieee igh ace AER St ia nas ccd NE a 8 aa a aL ee ee ed MR hg ok 
SUUVNGAU a.L4 ‘ON aris LNQOWV A ‘ON SSauadv 3 AWWN 
5 M0010 
> $6646 66 86 065-0 CAAA erereeereeoerereerereereeereeeeee popuq polled [Jo1sAeg *eeeeereeer ee eeeereeeeneereee 
SI NOILONagU / NOILVTIXONVO / GATIIATOA LUOdaU NVO'T UVM 
a € qNUxG 
ps aiunjyeusig 
< 
( eevee eeeeeeee AG) $ jo ‘ed 
ON 38I'I PFET ST ‘AON GULVA 


GHLVOIMILYGO SONIAVS GOGU GNV LNAWGSYOCNG 
ANOUVdE. LVOIMILYGO NOU LO LNAWASSOCNG 


fo Hqxa 












THE CANADIAN CHARTERED ACCOUNTANT 


During the war loan campaign, the bond purchase 
agreements signed by the employees are forwarded to the 
campaign’s treasurer who checks and balances them. 
They are turned over to the payroll department, where the 
amounts of the subscription and weekly deductions are 
posted at the top of each earnings record. To prove these 
postings, an adding machine tape is taken of all the sub- 
scription amounts recorded and is agreed with the treas- 
urer’s total. The agreements are temporarily filed in 
binding cases alphabetically. 

Once a month the deductions appearing in the bonds 
credit column on each earnings record are added to the 
previous total and the new amount is inked in the bonds 
balance column. An adding machine tape is taken of all 
the balances and the total is agreed with the war loan 
subscriptions account of the general ledger. 

After each pay each earnings record is scrutinized. If 
the amount appearing in the bonds balance column equals 
the amount of the subscription shown at the top, the bal- 
ance is ruled off and the deductions amount appearing at 
the top is erased. At the same time, the name and clock 
number of the employee and the amount of the subscription 
are entered on a weekly report—fulfilled, cancellation, re- 
duction report (exhibit 3) in triplicate. The payroll de- 
partment keeps the triplicate and forwards to the account- 
ing department the other copies to which are attached the 
covering purchase agreements taken out of the binding 
cases. 

The accounting department prepares the numbered 
bond slips (exhibit 4), showing the name, clock number 
and amount. This slip, signed by a signing officer, is 
stapled to the employee’s pay cheque; it authorizes him to 
obtain his bonds directly from the company’s bank. 

The slip numbers are entered on the original and dupli- 
cate of the report, which are checked and approved by the 
signing officer when signing the slips. The original is 
given to the bank for its own use and control. The dupli- 
cate is filed numerically in a binder and its total is posted 
to the bonds register, which shows total bonds purchased 
by company, bonds issued as above, balance. This bal- 
ance agrees with the bonds-employees account of the 
general ledger. 

At the end of each month, the total of the bonds issued 
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during the month is computed in the bonds register and a 
journal entry is made to debit the war loan subscriptions 
account and to credit the bonds—employees account. 

The slips are presented to the bank by the employees 
who endorse them as a receipt. They are listed periodically 
by the bank on a sheet in duplicate; the slips and duplicate 
are handed to an accounting clerk who signs the original 
as a receipt for the bank (which uses it to debit the com- 
pany’s bonds held in safekeeping). 

The accounting department checks the slips returned 
by the bank against the duplicate sheet in total. The en- 
dorsements are verified and the slips are checked to the re- 
port duplicates, the amount on the report being ticked while 
the slip is rubber-stamped. Each slip is attached to its 
covering purchase agreement and is filed numerically in 
binding cases. At the end of each month a list is made of 
the amounts not yet ticked on the reports; it represents 
the outstanding slips and is used to reconcile the register 
balance with the bank balance, like a bank reconciliation. 

If bonds have to be mailed to an employee, his slip is not 
attached to the pay cheque; it is handed to the cashier, who 
obtains the endorsement of a signing officer of the company. 
He presents it to the bank and gets the bonds which he 
sends to the employee by registered mail, with a return en- 
velope and a receipt. The signed receipt is attached to the 
proper slip and purchase agreement. 

If an employee leaves the company before his subscrip- 
tion is fully paid, all the deductions to date are reimbursed 
to him on his last pay cheque. The earnings record balance 
is ruled off and is recorded on a weekly report—cancelled 
(exhibit 3) in duplicate. The payroll department keeps the 
duplicate and forwards the original to the accounting de- 
partment with the covering purchase agreements. The re- 
port is filed in a folder, its total being posted to a summary. 
When all subscriptions are completed, the total of this sum- 
mary represents the bonds left over and in the hands of the 
bank to which they are sold. 

This method of bond distribution requires the co-opera- 
tion of the bank; it may not be practical in a very large 
city where the company’s and the employees’ banks are not 
always the same. However, as it happens only every six 
months, the employees may be willing to call at the com- 
pany’s bank if it is near enough. 
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Postwar Taxation Problems 


An address by A. N. Mitchell, President of The Canada Life Assurance 
Company, before The International Alumni Association 
at Toronto, April 3, 1945. 

I FEEL HONOURED in being asked to discuss a question 

of this type before a group of this nature. Dr. McLean, 
the editor of your bulletin, in giving notice of the meeting, 
has furnished a text for a talk on taxation that is really 
quite remarkable. He has put very briefly but very clearly 
one of the main features to be studied to-day in our post- 
war taxation problems. If you have not read your notice 
carefully, may I read it to you again: 

“Taxation in war, of course, is one thing, and in times 
of peace still another matter. One thing is certain when 
mapping out a co-ordinated tax policy for the postwar 
years: It will have to be fashioned to enable the country’s 
business to breathe more freely and expand. This necessity 
cannot be met by taxation which stifles industrial expan- 
sion and individual spending. Indeed, to quote a very 
pertinent editoria! in a recent MacLean’s Magazine, ‘the 
necessity facing the state will be that of stimulating trade 
and business so that new jobs may take the place of war 
jobs; of leaving individuals with something to spend on 
requirements that will maintain the employment of 
others’ ”’. 

Dr. McLean has put his finger on one of the most im- 
portant problems that face us with the close of this war. 

I happened to have in my office an illustration of one of 
the reasons why this whole question needs to be brought 
into the open. I brought this graph, at which I would 
like you to look. 

No one is complaining of this situation during the 
period of war, but we all realize that if we are to have 
the maximum employment we need after the war, we must 
have some readjustment of matters of this kind and we 
must have greater possibilities of putting money into busi- 
ness development. 

I do not come to you as a tax expert, but I do come as 
a citizen who is very worried over the breakers he sees 
ahead and who believes that certain of the rocks causing 
these breakers are not being recognized for what they are. 

We have been hearing recently from many people who 
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It is taken from the business of a corporation which operates both 
in Canada and the United States. It is not a corporation which produces 
ordinary war products but one whose business is heavily increased 
because of the war. You will notice from this that in 1939 the amount 
which this company was able to set aside for future development of w) 
the business was quite a large proportion of the earnings after deduct- : 
ing all operating expenses. In 1944 you will notice that the equivalent 
earnings had trebled but the amount which the company was able to 
set aside for future development had become very small indeed. The 
whole of the increase had been taken by taxes. 
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look on this taxation matter as if it were something applic- 
able to the Dominion parliament only. It happens to be 
the business of ten legislatures with no properly defined 
functions in the matter. 





Facing the Facts 

In order that we may reaiize the importance of the ques- 
tion, let us look at some of the facts that face us. 

(1) We all acknowledge that the country is going to 
need the greatest possible employment after the war. 

(2) We acknowledge that the geographical situation of 
our country makes heavy imports of many types of goods 
essential. 

(3) We realize that because of this, and because of our 
peculiar geographical position our own export trade has 
been and must remain large if we are to have maximum 
employment. 

(4) We realize that, subject to international treaties 
and agreements, the maintenance of an export trade will 
depend, in all probability, on meeting world competition 
from the standpoint of costs. 

(5) Our pre-war external trade was largely with two 
nations. It has been said, and I believe correctly, that 
four-fifths of it took place with Great Britain and the 
United States. They, however, were not so dependent upon 
us. About one-twentieth of Great Britain’s external trade 
was with us and in the case of the United States about one- 
sixth. It has been estimated that for us this trade meant 
from $35 to $40 a head; but that for them it did not mean 
more than from $3 to $4 a head. 

(6) We have to remember that one-third of our popu- 
lation is still in agriculture. Despite the fact that this is 
less than the 50% which was employed in this way a few 
years ago, it is still capable of producing much more than 
what our own population can consume and must depend 
on export. 

(7) The same is true of our production of wood, pulp 
and metals. In connection with these we must remember 
that the geographical arrangement of our country places 
these capital resources in difficult situations. Transporta- 
tion and power to develop them must of necessity remain 
costly items and must produce a certain handicap on our 
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ability to meet world competition. They already require 
careful management to produce at competitive levels. It 
becomes doubly imperative that we watch whatever other 
burdens we place upon them. 

(8) We must remember that our previous channels of 
trade now have become obstructed by the debris of war. 
Great Britain has already given us notice that she will 
alter her methods from the past. The notice she has given 
makes it quite plain that we cannot count again on the type 
of trade we have had there in the past unless we are pre- 
pared to give a different type of quid pro quo. 

(9) Surely from all this, it becomes apparent that when 
tax costs affect production costs our ability to meet world 
competition must be heavily affected and, with it, our abil- 
ity to maintain maximum employment. 

The Constitutional Muddle 

At the present time we seem to be busy all across this 
country in adding to our difficulties. No one will attempt 
to deny the advisability of having, if it is practically possi- 
ble, many of the social benefits which now are being pro- 
posed, but these new social benefits must add to our tax 
costs. In my opinion they are being undertaken to-day 
without any proper public appreciation of the basic con- 
stitutional muddle which must be solved before these mat- 
ters can be safely embarked upon. This constitutional 
muddle cannot be settled by any laws passed in any of the 
ten legislatures. It can only be settled by a complete change 
in the constitution. To my mind, we, as a people, are not 
showing a very intelligent attitude when we leave this com- 
pletely out of our consideration. 

During the latter part of the ’30’s the thorns in our con- 
stitutional bed got so troublesome that we had a moment 
of wakeful intelligence and appointed a very able commis- 
sion to investigate what was wrong in our Dominion-pro- 
vincial relations, taxwise and otherwise. 

This commission gave the matter three years of inten- 
sive study. When they reported, they told us very plainly 
that it was no wonder that our whole federal machine was 
creaking. 

They showed clearly that it was built around concep- 
tions so antiquated as to be entirely outside of the modern 
needs of our country. 
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They showed that in 1867 the social services of this 
country required about $1,000,000, whereas seventy years 
later in 1937 they had reached $250,000,000. May I ask you 
gentlemen what you think it is to-day? Certainly it has 
gone a long way from that figure in the last eight years. 

The evidence showed that this country was carrying 
a handicap of as badly muddled a tax picture as can be 
found anywhere in the world. 

It was shown that drastic steps were needed even then 
if we were to have a fair chance in the world trade race. 
Our country’s natural resources are great and help to offset 
some of our self-made difficulties, but the cards are stacked 
against us in the long run if we do not correct these difficul- 
ties. 

The commission showed especially that the maritime 
and western provinces had been suffering particular diffi- 
culties due to unsatisfactory conditions about costs and in- 
come. It was quite true that at times the country had 
helped these specific troubles, but there were people all over 
the country who were inclined to look upon this help as 
charity. 

We must acknowledge that Canada is either one country 
working as a unit or a loosely-linked group of semi-inde- 
pendent communities. If it is the latter, then help from 
one community to the other could be classed as charity. 
If we are one country, then any troubles of one section 
caused not by its own carelessness, should be something to 
be corrected by the whole country. It should not be 
charity. 

In my belief if we are to really meet the competition of 
world trade we can only do it if we act as one country. 
A cancerous condition in any part of the body politic must 
affect the whole and make us all incapable of proper action. 

How did we get into this muddled condition? It really 
is rather simple. Let us take the western provinces as an 
example. They became members of the general body of 
provinces after confederation had been established for the 
eastern provinces. When they came in they were com- 
paratively unpopulated and undeveloped. We handed them 
a charter subservient to our ready-made constitution which 
had been prepared for a group of provinces of more or less 
standard advanced development. Then we said to them, 
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“It is your job to set up your social, health and educational 
services; keep those you have left behind when you mi- 
grated if you wish; make them whatever you think you 
need; you must do this, however, under a constitution ar- 
ranged when practically no social services were looked on 
as governmental matters.” We said to them further, “We 
realize you are pioneering and that you will need to borrow 
heavily from others outside your district to get yourselves 
properly started; it is up to you, however, to either do 
without what other provinces have and what you became 
accustomed to before you left those provinces or you must 
find the means out of your scantier and more variable net 
incomes to meet these needs.” 


Sirois Commission Report 
I can possibly better illustrate what I mean by quoting 


you a few paragraphs from a comment on the Sirois Com-. 


mission report made by Mr. R. M. Fowler, who acted as 
secretary to the commission. In this comment he was really 
digesting some of the findings of the commission. 

“In addition to these economic changes, the whole con- 
cept of what governments are expected to do has changed 
since 1867. Then, governments acted as policemen in the 
lives of their citizens; today, they are controlling and 
equalizing forces which affect directly every man, woman 
and child in the country. In the last seventy years a multi- 
tude of “social services” has been undertaken by govern- 
ments—old age pensions, widows’ allowances, unemploy- 
ment relief, public health services, to mention only a few.” 


“The main difficulty was that none of these expensive 
functions was known in 1867 and no provision for them 
was made in the Canadian constitution. The British North 
America Act divided responsibilities and revenues between 
the Dominion and the provinces. To the Dominion were 
given the larger functions of government (as they were 
then understood), and unlimited tax powers. To the prov- 
inces were given local and private responsibilities, and 
strictly limited tax powers. As the new social services 
made their appearance, legal disputes arose as to which 
of the two units of government was to have legal powers 
over them. Under the constitution as it stood, the Courts 
have decided, almost without exception, that social services 
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should be provided by the provinces, and not by the Do- 
minion.” 

“In the result, the provinces found themselves with 
legal powers to provide these expensive social services, but 
without adequate revenue sources to do so. The Dominion, 
with much more extensive powers to raise money, was 
unable to spend it on social services. This difficulty, more 
than anything else, threw the Canadian federal system out 
of balance. The provinces scrambled for revenues and, in 
the process, distorted the Canadian tax structure. They 
collected revenues wherever and however they could be 
found without considering either the efficiency or the fair- 
ness of their taxes and without regard for possible damage 
to the prosperity of the country. The provinces, driven by 
the need to provide increasingly elaborate social services, 
also incurred heavy public debts, and interest charges be- 
-gan to take a higher and higher percentage of annual pro- 
vincial revenues.” 

The Rowell-Sirois Commission, as Mr. Fowler points 
out, undoubtedly had brought to light the disunifying ef- 
fects of our constitution. It is quite true that during de- 
pressed periods we helped these Western Provinces. They, 
however, like all human beings, naturally resented the ap- 
pearance of charity. They felt that as part of the country 
they had rights. 

What we needed, of course, was a constitution which 
adjusted the distribution of tax income to the needs of all 
sections of the country under some method which would 
provide supervision to prevent waste. 

It became evident from the report that we needed some 
centralized control of social benefits to see that all sections 
of the country received fair treatment and an equal chance 
for development. 

When the commission, however, gave us this ray of hope 
in the late ’30’s that some settlement could be reached, 
what happened? 


The Dominion-Provincial Conference 

After the commission had reported, it was abundantly 

evident that the provinces and the Dominion must sit down 

together and discuss these difficulties. After some delay 
a meeting was arranged. 

There was always the realization that there was one 
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province, Quebec, which created a difficulty in solving this 
situation. Quebec had certain rights because of the 
promises given her when she entered confederation, but 
there were many who felt that these rights could be pre- 
served and the other problems still solved satisfactorily. 

Matters seemed to be moving toward a proper type of 
discussion when the whole applecart was upset because of 
the personal antipathy of the then premier of Ontario for 
the prime minister at Ottawa. The then premiers of Brit- 
ish Columbia and Alberta also developed fears that the 
discussion might lead to the loss of provincial rights. Be- 
cause of this, or some other reasoning that did not become 
too clear, they joined the then premier of Ontario in mak- 
ing a businesslike discussion of a most serious situation an 
impossibility. The meeting ended almost before it began. 

There were many at the time who chuckled. I cannot 
feel that any of us who laughed at that time showed any 
great conception of our national difficulties. Many, how- 
ever, realized that what happened was a tragedy,—a tra- 
gedy, the destructive effects of which are still falling upon 
us. 

The end of the war is approaching and the problem still 
is unsolved. We are completely unready for a tax read- 
justment. The temporary taxation agreements between 
the Dominion and the provinces will end, according to plan, 
one year after the cessation of hostilities. 

Then, how do we unscramble the eggs? 


Commitments Increased 

In the meantime, the Dominion’s ordinary tax needs 
are being made to grow enormously and many of our 
provinces are rapidly adding heavily to the annual expenses 
by increases in social benefits. Our interest on national 
debt at Ottawa fortunately has not been increased as heav- 
ily as it might have been. While the increase in debt has 
been heavy, the actual increase in interest needs, taking the 
whole debt into consideration, is according to the latest 
calculations about twice what it was before the war. In 
view of what has been accomplished, this is really a re- 
markable statement. But even twice the pre-war require- 
ments is a big change. 

We also are undertaking, with the approval of all of us, 
heavy future expenses in readjusting to civil life our boys 
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overseas. In addition, the Dominion has added recently a 
social service which looks as if it will require almost one- 
half of our total pre-war Dominion budget. Demands from 
all over the country are driving our provinces into similar 
heavy increases. 

Our taxation possibilities must be governed, of course, 
by our national income. National income to-day is about 
twice what it was in pre-war days, but it is heavily affected 
by the deficit financing being done to support our war in- 
dustries. After the war there must be an end of this if 
we are to avoid an ultimate catastrophe. Let us assume 
that the national income without the support of this deficit 
financing can be held to somewhere between seven and 
eight billion dollars. It would look as if the cloth from 
which we have to cut our clothes is going to be considerably 
reduced. Are we sure we have the cloth before we plan 
the clothes? I am sorry to say that, in my opinion, at the 
present moment we do not know even what we are pro- 
posing to cut from the cloth, let alone whether we have 
cloth enough. We have no unity of effort between the Do- 
minion and the provinces in organizing what can and can- 
not be done. 

Why are we not facing the difficulty which is so evi- 
dent? 

It seems to me that the reason is that we have been ad- 
ministered an anaesthetic without realization of what has 
happened. 

When the Dominion-Provincial agreements as to tax- 
ation were made, these agreements really adopted some of 
the principles involved in the Sirois Commission Report. 
The adoption of them seems to have done away with con- 
siderable of the old chaos. We have been quieted by the 
fact that this is working much more smoothly than matters 
did before and we apparently are forgetting that one year 
after the close of hostilities it has been planned to return 
to the old chaos. 

Quieted as we are, we have been rushing into new fields 
of expenditure without giving proper study to the whole 
question. 

In many of our discussions as to what shall be done 
about taxation after the war, the problem of who does the 
taxing has been entirely neglected. We seem to have for- 
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gotten that assessing income taxes, estate taxes and cor- 
poration taxes will again become a right of the provinces as 
well as of the Dominion. 

We have had one voice in the country steadily keeping 
the problem before us, but he seems to be a voice crying in 
the wilderness. I refer to Mr. Carson, the present Premier 
of Manitoba. He apparently has recognized the fact that 
under the conditions we are developing, it will be almost 
impossible for the Dominion to drop the taxation it has 
gathered under its control, but he is also pointing out that 
the provinces must have some source of income. Are they 
to add heavy estate, income and corporation taxes to those 
of the Dominion? Who is it we are asking to readjust taxes 
after the war? Which of the ten legislative bodies are we 
approaching? 

I was delighted to see in the Globe & Mail an article by a 
young Canadian at the front who had been given a prize 
by the Brussels edition of the “Maple Leaf”. This member 
of the Queen’s Own Rifles seems to have put his finger on 
Canada’s difficulties. I hope it means that many of his as- 
sociates at the front are thinking of this problem as clearly 
as he is. 

We must have more who are determined to have a get- 
together by our provinces and the Dominion and who are 
determined that in this meeting, politics shall be dropped 
to find some common ground on which we can agree. We 
must through such a method find some means of curtailing 
useless expenditures, some unwasteful means of obtaining 
necessary funds for financing actual needs, and the least 
wasteful way of applying these funds so found to do the 
things we think are essential. We must be prepared, more- 
over, to do without those things that can be done without 
until we have tested our ability to meet world competition 
in that trade upon which our maximum employment de- 
pends. 

No such result can be had by separate discussions in 
ten different legislatures. 

Some “Musts” 

What then are our conclusions? 

This country cannot continue its living standards or 
social services without adequate world trade. 
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To have adequate world trade we must meet world 
competition. 

To meet world competition we must have a taxation 
system which has been adjusted in a major way. 

To reach this major adjustment of our tax system, we 
must have a major adjustment of our constitution. 

We can only win the world trade struggle if we act as 
one people. 

We must have unity of purpose. 

We have the material things that a country needs to 
be a great success in this world trade competition, but suc- 
cess depends on reorganization of our unity. 

No specific solutions of our tax adjustments can be per- 
fected, I believe, until we have first adjusted our consti- 
tution. I suggest that if you agree with this thought, it 
is our job as citizens to make this belief evident and to 
make certain that our public representatives clearly under- 
stand the situation and give us their promise that they 
will definitely work wholeheartedly for such unity of action. 
I suggest that it is our job to see that those who represent 
us are chosen from those who are prepared to face these 
problems in a constructive way; that we choose our repre- 
sentatives from those who will give us assurance that they 
have concrete suggestions for reaching the objectives that 
we see are essential. I suggest that we should avoid all 
those who talk through the “smoke screens” of abstractions 
and all those who, without specifically showing how their 
promises can be made good, promise “pie-in-the-sky”. Let 
us demand from those who represent us that they give us 
concrete proof that they are prepared to constructively help 
in readjusting our constitutional difficulties and thus give 
us some opportunity of really approaching our tax ques- 
tions intelligently. 
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Current Accounting Literature 

By Frank S. Capon, C.A. 
— LATEST Accounting Research Bulletin (No. 25) 
issued by the Committee on Accounting Procedure of 
the American Institute of Accountants (13 East 41st Street, 
New York) deals with accounting problems arising out of 
contract termination. The main conclusions are: that profit 
accrues as of the date of termination, that the termination 
claim must be taken up to the extent determinable, that 
a suitable note should be made on the statements if an 
important amount of the claim is not determinable. This 
bulletin deals with a comparatively narrow subject and is 
not comparable in importance with those that have already 

been issued on major accounting principles. 


Cost Accounting 

The N.A.C.A. Bulletin of 1st April (National Associa- 
tion of Cost Accountants, 385 Madison Avenue, New York) 
contains an article by Dr. Perry Mason outlining some 
fundamentals of cost accounting. Dr. Mason calls on 
business to make greater use of cost accounting, and points 
out how cost accountants can make this possible by develop- 
ing the scope of their work. The application of costing 
principles to inventory valuations, determination of selling 
prices, elimination of unprofitable lines, and improvement 
of efficiency are discussed, and Dr. Mason emphasizes the 
salient points that can make cost accounting an essential 
part of business management. 

In the second article in the same bulletin, T. H. Pat- 
terson of Armstrong Cork Company has presented a paper 
on standard costs as an aid to management. The com- 
ponents of a basic standard cost set-up are summarized, 
with a paragraph explaining the computation of the stand- 
ard under each heading. The section dealing with the 
forecasting of profits is particularly interesting because of 
the importance of costing in this phase of budgeting con- 
trol. "| 

Accounting for Military Supplies to Russia 

In the April 15th N.A.C.A. Bulletin, S. G. Hall presents 
a very interesting article on the accounting for military 
supplies delivered to the U.S.S.R. through Iran. The diffi- 
culties that had to be overcome included climate, poor 
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communications, co-operation and co-ordination with allies 
of other languages, the necessity of secrecy and lack of 
stability of military operations. Since Russia takes legal 
title to all goods at the United States point of shipment, 
the United States accounting staff in Iran was engaged 
in recording receipts on behalf of the Russians and com- 
piling evidence of delivery of all shipments. Mr. Hall 
gives details regarding the method of drawing up waybills, 
and their subsequent disposition, and also of the records, 
registers and procedures needed to keep track of materials. 


Container Accounting 

The thorny problem of container accounting from the 
viewpoint of the customer is discussed by L. H. Schwag- 
meyer in the same bulletin, and a suggested procedure 
is set forth, together with sample copies of the forms re- 
quired. 

Auditing 

The April issue of “The Journal of Accountancy” (13 
East 41st Street, New York) contains an article by Paul 
Grady on developments in auditing. In calling on account- 
ants to increase the stature of the profession, Mr. Grady 
points out that greater developments can only flow from 
the raising of the general level of the competence of the 
individual members of the profession, and reminds us that 
we can never stop learning. His main recommendations 
for the development of auditing may be summarized as 
follows: improvement in personnel and training; elimina- 
tion of the peak season through better planning, more ef- 
fective studies of internal control and accounting policies, 
greater emphasis on study of business and examination of 
operations; broadening of constructive accounting and ad- 
visory services. 

Accounting for Sources of Income 

William H. Moore puts forward an interesting argu- 
ment for disclosure of sources of income in annual reports, 
in the April “Journal of Accountancy”. In the case of 
companies engaged in more than one major line of busi- 
ness (and how many are not?), Mr. Moore states the im- 
portance of telling shareholders the relative importance of 
the various major sources of sales revenue and net income, 
with particular emphasis on trends from year to year. The 
conventional income statement giving one figure for sales, 
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one for costs, one for expenses and so forth is discredited 
as being entirely inadequate in terms of present day indus- 
trial complexity. This is a comparatively new but import- 
ant subject, and should not be dismissed lightly. 
Accounting for Co-operatives 

General interest concerning co-operatives is running 
high in Canada just now, and Mr. W. L. Bradley’s article 
on terminology and form of financial statements for co- 
operatives, in the April “Journal of Accountancy”, is there- 
fore most timely. Mr. Bradley argues that acceptance of 
specialized accounting forms and terminology for co-opera- 
tives can do much to improve the general understanding 
of this special type of enterprise, and he illustrates his 
point with a specimen set of statements. 

Resettlement of Members in the Forces 

Some of the difficulties faced by ex-servicemen return- 
ing to the profession, and some of the problems faced by 
those who must assume responsibility for supervising this 
resettlement, were mentioned by Harold M. Barton in a 
speech to the Birmingham C. A. Society, reprinted in the 
31st March issue of “The Accountant” (London, England). 
Recognizing the necessity of safeguarding the future of the 
profession by maintaining the standards of qualification 
requirements, Mr. Barton stresses the imperative need for 
recognizing the sacrifices made by our fighting men, and has 
presented a constructive statement which should prove help- 
ful to all those engaged in fitting our ex-servicemen back 
into the profession. 

Education for Accountants 

The January issue of “The Accounting Review” (School 
of Business, Bloomington, Illinois) contains several inter- 
esting articles on the subject of accounting education. 
John L. Carey, secretary of the American Institute, discuss- 
es aptitude tests for accountants, while R. L. Boyd covers 
the question of standards for C.P.A. legislation and C. A. 
Smith reviews the present attitude towards education for 
accountants. There is an increasing trend in the United 
States towards making a college education an essential 
qualification for admission into the profession, as it is in 
the case of other senior professions. 

Averaging Income for Tax Purposes 
Accountants interested in taxation will find much food 
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for thought in Roy Blough’s article under the above title 
in the January “Accounting Review”. The director of 
tax research for the United States Treasury is one of the 
foremost tax authorities of our time, and his remarks will 
be particularly valuable to those accountants who have 
been campaigning for a lengthening of the taxation period. 
It is interesting to note that Great Britain used a three- 
year moving average for tax purposes from 1799 until it 
was discarded in 1926 in favour of the carry-back and 
carry-over of losses. Averaging was also tried in Australia 
and Wisconsin, and was discarded in both places after a 
comparatively brief period. The trend in the war years has 
been to make special allowances for excess profits tax pur- 
poses, but Mr. Blough feels that many of the excess profits 
credit carry-over or carry-back adjustments will be much 
too generous. 


Inventory Valuations 
The article on this subject in the April issue of 
“Accountancy” (London, England) is of value as a sum- 
marization of the various bases of inventory valuation to- 
gether with a statement of the advantages and disadvan- 
tages of each. Such articles are a necessary contribution 


from time to time to the continuous argument on the sub- 
ject. 
Company Law Amendments 

The submission of the Joint Committee of Councils of 
Chartered Accountants in Scotland to the Cohen Committee, 
which is investigating the desirability of reviving the Eng- 
lish Companies Act, is reprinted in the March “Account- 
ants’ Magazine” (Edinburgh). Since our Companies Act 
closely parallels the English Act, Canadian accountants will 
be interested in the briefs being submitted to Judge Cohen. 

Beveridge on Employment 

Although Sir William Beveridge’s report on employ- 
ment policy is scarcely to be considered primarily as tech- 
nical accounting literature, it certainly falls within the 
broader orbit of management problems of concern to ac- 
countants. Those who read the report will also get con- 
siderable value from the criticisms of the report by Pro- 
fessor J. H. Jones in the 24th March and 7th April issues 
of “The Accountant”. The proposition that we must have 
continuous full employment, to be achieved in part by in- 
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creasing public spending (and thus taxation) to the point 
where private saving is reduced to the amount absorbed 
by private industry in its own development, is seriously 
criticized by Professor Jones, on the grounds that such 
a policy would lead almost inevitably towards the creation 
of a form of co-operative or totalitarian state because of 
the need for increasing state control over the country’s 
economy. According to Professor Jones, Sir William also 
advocates, in effect, trading only with countries which also 
adopt a policy of full employment, and discrimination 
against those which do not maintain full employment. 
These are problems with which we are soon to be faced, 
and we can ill afford to be inadequately informed on the 
subject. 


Letter to The Editor 
TAXATION OF FAMILY CORPORATIONS 


That the Dominion Association should present views to 
royal commissions is an excellent thing; I am less sure that 
it is a good thing for a submission to be made (as reported 
in your issue of April 1945, p. 190) with the claim that it 
is “on behalf of The Dominion Association of Chartered 
Accountants . . . having a total membership of over two 
thousand eight hundred”. My doubt is increased when I 
find that the submission includes a recommendation, prev- 
iously submitted to the Minister of Finance by a joint com- 
mittee of the Association and the Canadian Bar Associa- 
tion, in which the word “mitigates” is used without any 
understanding of its meaning. 

On the question of family corporations, the submission 
states: “We submit that all corporations must retain some 
part of their profits to provide for expansion, development 
and normal growth. Authoritative writers on this subject 
are not in complete agreement as to the amount required 
for these purposes but they all support the principle... . 
We believe that the ploughing back of profits to provide for 
growth and expansion has played and should continue to 
play an important part in the commercial and industrial 
well-being of the nation.” 

The following quotations suggest that the support of 
the principle is not unqualified. 
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“Probably the outstanding motive prompting managers 
of business enterprises to undertake to expand them is 
the feeling that they would be more in their element if they 
were managing a concern which is larger and more com- 
plex.”* 

“.... it may be broadly stated that the particular dis- 
play of incompetence or bad judgment which leads to fin- 
ancial difficulties manifests itself almost uniformly in one 
way—over extension.’ 

“It is certain, furthermore, that the over expansion of 
fixed assets, which characterized the latter period 1926-30, 
was due in no small measure to the disinclination of direc- 
tors to relinquish earnings to stockholders.’ 


“Assuming that the reported earnings were actually 
available for distribution, then stockholders in general 
would certainly fare better in dollars and cents if they drew 
out practically all of their earnings in dividends.’’* 

“But the convenient times for accumulating undistribut- 
ed profits will not coincide with the convenient times for ex- 
tending capital equipment.’’® 

“Not only do we know that the corporate surpluses 
accumulated in the twenties were not used to any great 
extent, in the aggregate, to maintain employment during 
the depression but we also have some ground for suspecting 
that the accumulation of these very corporate surpluses 
assisted materially in causing the depression.’ 

“The more successful a corporation may be, the less it 
has to gain by the problematic success of a programme of 
expansion 

“The most powerful motive that leads a man to expand 
a business is the illusion of valuing himself in terms of his 
setting. The bigger the business, the bigger the man.’ 

“The officers . . . are also inclined to expand the business 
persistently for the sake of personal aggrandizement and 
to secure higher salaries. This is a leading cause of the un- 
wise increase of manufacturing facilities which has proved 
recurrently one of the chief unsettling factors in our econ- 
omic situation.” 

“, . . . those managements which, by inheritance, tra- 
dition, or training have acquired the belief, attaining almost 
the strength of a religious conviction, that the only sound 
policy for any management to follow is that of continually 
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‘ploughing back’ earnings into the business enterprise re- 
gardless of countervailing factors.” 

An equal number of contrary opinions from equally 
competent writers could probably be easily prepared. 

The purpose of granting limited liability to companies 
is, presumably, to enable investors to limit their possible 
losses through the failure of businesses over which their 
control is necessarily remote; that is to say that limited 
liability is a function of the divorce between ownership 
and management. It is a privilege granted by the state, 
and the granting of it is an extreme example of government 
interference with busines, with the best of intentions. 
“Private” limited companies are granted additional privi- 
leges; I can find no good argument in the brief submitted 
to the Royal Commission which would support a further 
grant of special tax exemptions to them. If a private com- 
pany is granted limited liability and secrecy as to its fin- 
ancial position, its shareholders are already in a favoured 
position; why should they have further discrimination in 
their favour? This does not mean that I support double 
taxation; merely that relief from double taxation should 
be general and not recommended for a particular group. 
The submission to the Royal Commission, however, speci- 
fically states that special tax treatment “should be accorded 
only to corporations whose shares are closely held.” 


May 3, 1945 C. A. ASHLEY, C.A., 
Toronto, Ont. 
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Personals 


Hubert Reade, Sill & Company, chartered accountants, 
317 Bank of Nova Scotia Building, Winnipeg, announce that 
F. Geoffrey Patrick, C.A., has been admitted to partnership 
in the firm. The practice heretofore carried on by the 
late Hubert Reade, C.A., and Thomas Sill, C.A., will con- 
tinue with no change in name. 


Provincial News 
Ontario 

The Library Committee hopes that members throughout 
Ontario will make use by mail or telephone of the follow- 
ing reference works that have recently been added to the 
Institute library: 

“Canada Tax Cases”, 1942, 1948, 1944, 1945, edited by 
H. H. Stikeman, reporting on all judgments on tax cases 
and business assessments from Provincial and Dominion 
Courts, Exchequer Court and Privy Council appeals. 

“Dominion of Canada Taxation Service” (De Boo), with 
extensive editorial comment on income and excess profits 
tax acts by sections, succession duties, minister’s powers, 
salaries, etc. 

There is also available the C.C.H. Canadian Tax Service. 


Word has been received by Mr. and Mrs. H. Percy Ed- 
wards of Toronto that their son Fit. Lt. George (Bye) 
Stewart Edwards, a prisoner of war in the hands of the 
Germans since he was shot down in an operational flight 
over enemy territory in July 1941, is safe in the United 
Kingdom. He had been associated for about five years with 
the firm of Edwards, Morgan and Company, and interrupt- 
ed his studies for the final examination of the provincial 
institutes of chartered accountants to enlist in the R.C.A.F. 
on July 1, 1940. 














CHARTERED ACCOUNTANTS’ CLUB OF OTTAWA 


CHARTERED ACCOUNTANTS’ CLUB OF OTTAWA 

The annual dinner meeting of the Chartered Account- 
ants’ Club of Ottawa, attended by 135 members and guests, 
was held in the Chateau Laurier on February 28th last. 
The president of the Dominion Association, Mr. Fred John- 
son of Winnipeg kindly consented to be present and to ad- 
dress the meeting. His remarks are printed elsewhere in 
this issue. 

The president of the club, Mr. A. C. Brittain, acted as 
chairman at the meeting and introduced the speaker, Mr. 
Johnson, and the head table guests who were as follows: 
C. F. Elderkin, Inspector General of Banks and Vice-Presi- 
dent of the Dominion Association; K. A. Mapp, Past Presi- 
dent of the Dominion Association; David Sim, Deputy Min- 
ister of Customs and Excise; Watson Sellar, Auditor Gen- 
eral of Canada; B. G. McIntyre, Comptroller of the Treas- 
ury. 

A program of entertainment, arranged by Mr. R. W. 
Adams, C.A., was provided by a group from the R.C.A.F. 
Station Rockcliffe. 


REVISED MANUAL ON CONTRACT TERMINATION 

A revised edition of the Manual of Procedure on Ter- 
mination of Contracts, first issued a year ago by the Depart- 
ment of Munitions and Supply, is now available. The Do- 
minion Association of Chartered Accountants has mailed a 
copy to each of its members in Canada. 

An additional Inventory Schedule Ala has been prepared 
and is to be used for listing the inventory of metals in mill 
product form. Contractors are also required to prepare 
all inventories in accordance with instructions on the back, 
and this involves classification. Reference is made to this 
in Chapter V of the Manual. 

In respect of the disposal of surplus production and ex- 
pense materials arising out of the termination of a contract, 
the contractor is given the option of two plans referred to 
in Chapter VII, and which are self-explanatory. A copy 
of Form M. & S. 2088 which is a Notice to Contractors re- 
garding plant clearance is now attached to the Claim for 
Final Payment Form M. & S. 1823. 
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R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 

We referred last month to an analysis of changes in 
working capital prepared by the Securities Exchange Com- 
mission. Now there has appeared in the April 1945 issue 
(pages 313 to 330) of the Federal Reserve Bulletin a study 
of “Wartime Financing of Manufacturing and Trade Con- 
cerns” which considers the implications, from the viewpoint 
of business finance, of the whole of the balance sheet 
changes revealed by the financial statements of nearly 
2,000 concerns over the four years 1940-1943. The author 
points out that, during the war, net working capital has 
increased rapidly for most businesses (chiefly as a result 
of retained profits but also in part, by reason of current 
depreciation charges in excess of current reinvestment in 
plant and equipment) but that over the same period the 
current ratio has declined significantly. After admitting 
that the increase in the absolute amount of working capital, 
at. least so far as it resulted from retained profit, has con- 
stituted a “basic and very appreciable strengthening of 
business financial positions” he went on to consider whether 
the accompanying decline in the current ratio (in some 
groups to well below the conventional two-to-one standard) 
must be regarded as an element of serious financial weak- 
ness. “As applied to the peace time business, there are 
several reasons why a level of current assets considerably 
higher than current liabilities has been considered a de- 
sirable long-run standard. One is that current assets may 
be subject to some shrinkage . .. A second reason relates 
to the time sequence in which current assets and current 
liabilities are likely to be liquidated. For the manufacturer 
or dealer in war products and for his creditor, the need for 
a large percentage margin of current assets over current 
liabilities has been considerably modified, first by the very 
liquid nature of a large part of current assets, and second 
by safeguards provided in war contracts and in credit ar- 
rangements with banks and government agencies against 
some of the ordinary commercial hazards.” Reasoning 
along the lines indicated by these quotations from the study 
the author arrives at the conclusion that “it may not be a 
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true sign of weakness when a current ratio is below the 
conventional standard merely because of a large expansion 
in war output. To the extent that this expansion repre- 
sents the mobilization of business resources for a specific 
job, it is a more or less transient abnormality in the balance 
sheet; mere contraction in war business — and a reduction 
in wartime income tax rates — will restore the ratio to 
more normal! levels.” 





* * 


In the same article the author gave in a footnote an 
explanatory comment on depreciation accounting which 
merits consideration. “In general”, he said “the objective 
of depreciation accounting is merely that, over the life of 
a property, its original cost less salvage value should be 
charged on a systematic basis against revenue from sales; 
the allocation of this charge to specific years is typically 
governed by accounting convenience. As a result, the 
amount of accrued depreciation on the books at any par- 
ticular time is not necessarily a measure of the decline in 
usefulness of the property in terms of its physical capacity ; 
in fact relative to current usefulness, old properties tend 
to be carried at lower net values than new properties.” An 
example of the sort of situation which the author probably 
had in mind when writing the last sentence of this quota- 
tion is to be found in Problem III in the Problems and Solu- 
tions section of this issue. 
* 


* 





Ba 


PUZZLE 

Two hikers sat down at the side of the road to have a 
meal. The first had five sandwiches and the second three. 
Just as they were preparing to start a third hiker came 
along, and as he was without food they agreed to share 
the eight sandwiches equally. When the meal was finished 
the third walker said he would pay forty cents for his 
share of the meal, but a dispute arose as to the equitable 
division of the money. The first said that it should be 
divided in the proportion of 5 to 3. The second said that 
as all had eaten an equal amount, the money should be di- 
vided equally. What was the correct division? 
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ANSWER TO LAST MONTH’S PUZZLE 


The ant won in 11 hours 20 minutes. The fly took 12 
hours 1 minute and 39 seconds. It went 270.142 6/7 
metres. The ant circled the track 381 9/11 times. 


* * * 


PROBLEMS AND SOLUTIONS 

THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 

Solutions presented in this section are prepared by practising mem- 
bers of the several provincial institutes and represent the personal 
views and opinions of those members. They are designed not as 
models for submission to the examiner but rather as such discussion 
and explanation of the problem as will make its study of benefit to 
the student. Discussions of solutions presented is cordially invited. 


PROBLEM I 
INTERMEDIATE EXAMINATION, DECEMBER 1944 
Accounting I, Question 3 (5 marks) 

Define a controlling account and state the advantages, if any, of 
adopting such an account. 


SOLUTION 
A controlling account is a general ledger account which shows 
in total the amounts debited or credited in detail to a subsidiary 
ledger or record. The balance of the control account represent the 
total of the balances of all the accounts in the subsidiary record. 
The advantages of operating a controlling account are: 
(a) Trial balances are expedited and may be taken independently 
of each other. 
(b) Mathematical errors are localized. 
(c) Office routine is assisted by the use of different clerks for 
writing up the several records, 
(da) Internal check is strengthened. 


PROBLEM II 
INTERMEDIATE EXAMINATION, DECEMBER 1944 
Accounting I, Question 4 (15 marks) 


Reconstruct the following statement, giving effect to any improve- 
ments in form which you consider desirable: 
A. B. COMPANY LIMITED 
PROFIT AND LOSS ACCOUNT 
For the Year Ended 31st December 1943 
To Cash paid (including discount) to creditors for merchan- 


BID CEREGY SES EN PSE UGS Osa ea GAD Ra nED Soe SUS dES Howe es $ 66,000 
“ Amount due to creditors as at 31st December 1943 ..... 27,000 
“ Amount due by customers as at 3lst December 1942 ..... 36,000 
oT NN a cc CU wie eo u bees sad Seb soos seed aee se 16,000 
“ Salaries unpaid, 31st December 1943 ...............000% 500 
“Inventory of merchandise, 3lst December 1942 ......... 15,000 
“Prepaid expenses, 3lst December, 1942 ................. 1,800 
PE setetous bas shad beSS6G0s 55nd bade o ews hss eee s0% 2,000 
IRI ces exude duane she bn Gas beh aes sos 0hseooe5 9,400 
i?! Rina cdbucs bok shoe kwh bar uee anes bkeosdaoeewe 10,000 


TF MEER Lo sG hides wise6uw5 546 50S4s RE dKbw es cdC OS awn 
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Organization expense 
Balance 10,100 


$200,500 
Cash from customers $106,000 
Amount due by customers, 3lst December 1943 33,000 
Cash sales 12,000 
Amount due to creditors as at 3lst December 1942 30,000 
Inventory, 3lst December 1943 17,000 
Prepaid expenses, 3lst December 1943 1,500 
Discounts received 1,000 


$200,500 


SOLUTION 

Purchases and sales are calculated from the information given 
by setting up the following accounts: 
Accounts Receivable 

Balance forward $ 36,000 

Cash received $106,000 

Sales 

Balance at end 33,000 


$139,000 $139,000 


Accounts Payable 
Balance forward $ 30,000 
Cash paid $ 66,000 
Purchases 63,000 
Balance at end 27,000 


$ 93,000 


A B COMPANY LIMITED 
STATEMENT OF TRADING AND PROFIT AND LOSS 


For the Year Ended December 31, 1943 


Sales—Credit $103,000 
12,000 $115,000 


Cost of sales 
Inventory, January 1, 1943 
Purchases 


Less Inventory, December 31, 1943 7 61,000 


Gross profit 54,000 
Discounts received 1,000 


55,000 
Salaries 


Depreciation 7 30,500 


Net trading profit 24,500 
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Organization expenses written off 


Net profit for the year, before income tax 
Estimated liability for income tax 


Profit for the year, after provision for income tax 


PROBLEM III 
FINAL EXAMINATION, DECEMBER 1944 
Accounting I, Question 3 (30 marks) 

Quarries Ltd. is engaged in two operations, (a) the quarrying and 
crushing of stone, and (b) the manufacture of concrete blocks. The 
following are the operating figures for the fiscal year just closed: 

Stone Blocks 
80,000 tons $300,000 30,000 tons $600,000 


Cost of Sales 
Direct labour 140,000 220,000 
| ey eee eee 90,000 
Supplies 40,000 
In direct labour 25,000 
Power and fuel 45,000 
Depreciation—20% per annum 60,000 


270,000 480,000 
Transfer—stone used in black-making 
plant 20,000 tons @ $3 60,000 60,000 


210,000 540,000 
Gross Profit 90,000 60,000 
Selling and Administration Expense 
Salesmen’s salaries and commission 30,000 35,000 
Manager’s salary and commission .. 11,000 
Office salaries and supplies, printing 
and stationery, telephone and tele- 
graph, and miscellaneous general 
expenses. 
Total: $45,000: divided on basis of 
30,000 


Total Expenses 76,000 
SiGe Reet Or SRM) ice seb oinvios saws eae 45,000 (16,000) 

The block-making plant has never made a profit and the annual 
losses have varied between $10,000 and $30,000. Some of the directors 
feel that the activities of this department should be discontinued and 
the plant dismantled, but others disagree. Before making a final de- 
cision, they ask for your advice. From the financial and accounting 
point of view, the effects of a decision to close down may be sum- 
marized as follows: 

(1) About 50% of the crushed stone now being used in the block 
plant could be sold at $2,50 per ton, subject to a commission 
to salesmen of 15%. The figure of $3 used in the statement 
is an arbitrary one for the purpose of arriving at depart- 
mental results, 

(2) The plant and equipment used in the block plant cost $300,000 
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and, including the year just closed, the reserve for depreciation 

is $180,000. It is estimated that if dismantled and sold, the 

plant might realize $60,000. 
(3) It is expected that administrative expense, now $45,000 per 
annum, might be reduced to $25,000 per annum. 

(4) The remuneration to the manager of the block plant is $5,000 
per annum, plus 10% of the “gross profit”. His contract still 
has 3 years to run and he has indicated that he would hold 
the company to its terms, and that in addition to his salary 
he would agree to a round figure of $5,000 per annum as rep- 
resenting a fair estimate of the portion of profits to which 
he would normally be entitled. 

(5) Any fluctuation in production of crushed stone would have a 
pro-rata effect on the cost of direct labour, supplies, power and 
fuel; other manufacturing expense would not be affected. 

Required: 

On the basis of the figures and information supplied, you are 

required: 

(a) To prepare a statement showing the probable effect on the 

profits of a decision to close the block plant. 

(b) To set out briefly any other factors which should be taken 

into account before a decision is made. 


SOLUTION 
QUARRIES LTD. 


PRO-FORMA OPERATING STATEMENT, assuming that block making 
operations are discontinued: 


~ 


(a) 











SALES 
ae $300,000 
apee ER BE oe nGstencaccs 25,000 $325,000 
90,000 
COST OF SALES 
Direct labour—9/10 of 140,000 .... 126,000 
Supplies—9/10 of 40,000 ......... 36,000 
TRGITOSE TRWOUP 5.crscccscvcece - 40,000 
Power & fuel—9/10 of 20,000 ..... 18,000 
EDOTEIATIOR es basco beced cesses 30,000 250,000 
OE 1 i a 75,000 


SELLING AND ADMINISTRATIVE EXPENSE 
Salesmen’s Salaries & Commissions 20,000 
Add: 15% of $25,000 ........eee. 3,750 $23,750 


Office salaries & supplies, 
Printing & stationery, 
Telephone & telegraph and 
Miscellaneous general expenses 





PIER OOE DE ii acwiedessineees 25,000 48,750 
PROFIT FOR WAR. 2 o6isiscwscccss 26,250 


Less: Remuneration to Manager 
of block plant, at say $10,000 
per annum (Note A) ...... 10,000 
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Pro-rata share of loss on 
sale of plant and equipment 
($60,000) spread over re- 
maining 2 years of normal 
30,000 40,000 


NET LOSS (Note B) 13,750 


NOTE (A) $5,000.00 Salary: $5,000.00 in lieu of Manager’s share of 
profits. 

NOTE (B) After 2 years, the loss of $13,750 would be converted into 
a profit of $16,250 per annum, since the loss on the plant 
would be fully amortized by that time; after 3 years, 
when the payments to the manager ceased, profits would 
rise to $26,250. For further comments, see part (b). 


(b) Other factors to be considered :— 

(i) Although for the purpose of comparison, the excess of net 

book value ($120,000) of plant and equipment over the amount 
to be realized ($60,090) is spread over two years, as indicated 
in part (a) above, this expense will not be allowed by the 
Income Tax department, so that taxes would be computed on 
a figure of $26,250; this on the assumption that the payments 
to the manager will be allowed which is also doubtful, The 
concern may, therefore, be faced with a tax liability based 
on profits of $26,250; whereas, if the two items of $10,000 and 
$30,000 were charged off against operations in the ordinary 
course of business they would be allowed. 
It should be borne in mind that after depreciation on the 
block plant has been charged for 2 more years at the rate of 
20%, it will be fully depreciated; so that if it is not com- 
pletely worn out, there is the probability that profits will 
accrue thereafter in sizeable amounts. At least the charge 
for depreciation should be restricted to a reasonable rate on 
additions necessary to keep the plant in fair working con- 
dition. 

(iii) As a practical matter, it may be that the sale of concrete 
blocks, even at an eventual net loss, helps the sale of crushed. 
stone; or that travelling and similar expenses, now expended 
for the benefit of both departments, may not be reduced ma- 
terially if one is discontinued. 

Research and development activities may result in the dis- 
covery of more efficient methods of producing the blocks; or 
building expansion may create a greater demand, thus in- 
creasing the “gross” profit without a corresponding increase 
in administrative expenses. 

There may be “key” men in the organization, the salaries of 
whom are distributed over both departments. If such is the 
case, the crushing operations may be unduly burdened if the 
block plant is not there to take part of the charge. 

It may be that supplies, power, fuel, &c. are now being pur- 
chased on more favourable terms than could be obtained if 
the consumption of these items were reduced. 
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